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The Management Research Center (MRC) of the Graduate School of Business has been established to conduct
selected programs of research in individual, small group and organizational psychology, with special emphasis
on the study of managerial I.eh:vior in industrial organizations. Through enlarging our understanding of how
today's manager deals with increasingly complex organizational problIems, the Center hopes to furnish behavioral
foundations for the development and education of the manager of the future. MRC is supported primarily by the

Fc-d Fgundation with supplernentary support from the Office of Naval Research and the University of Pittsburgh.

A cross-cultural study of managerial behavior in standardized organizational simulations is being con-
ducted by MRC in cooperation with the European Research Group on Management (ERGOM), an organization of the

European Association of Management Training Centers, and the Comite para Investigaciones sabre Ernpresarios
Latinamericanos (CINSELAI. MRC 's devloping a repository for behavioral data collected in management training
centers throughout Europe and Latin America. In addition to providing a data bank for the storage and retrieval of
information, MRC will provide cooperating training centers with assistance in experimental design, statistical

analysis, and data collection.

Utilizing survey and interview techniques, MRC is examining the consulting patterns of middle and top
management to identify characteristic similarities and differences in the performance of managers at different levels
within the same organization and in different organizations.

Field studies as well a4 broad scale surveys are under wcy also in banking, light and heavy industry to svudy
the effects of the computer and EDP on managerial and organizational behavior. An attempt is being made to
gauge the impact of computers on organizational life in general and managerial behavior in particular.
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ABSTRACT

TIIF DWCISION TO .\UT 'I ; THlE ShiALL CLA)NLMRCIAL BANK

A BEHAVIORAL APPIOACIJ O TiHL ANALYSIS OF

DL 1iSION MAKIN; PWX:ESSEiS

Avner M. Porat

University of Pittsburgh, 1968

The decision to automate the small commercial bank has to be

approached frum three different aspects:

1. The theory of decision making aspect, where some of the

questions facing the researcher are: %hat are the elements

in the decision? Who participates in the process and in

what role? Can common features be discovered in the process

among different organizations?

2. The computer aspect, where these questions arise: Why is

there a need to consider automation and how does this need

effect the decision process and the final decision?

3. The small bank aspect, where the following questions arise:

low does a small orgari:ation deal with a decision leading to

a major change which is outside the main stream of regular

decisions mad.e in such an organization? And what, if any,

are the differences between large and small organizations in

approaching the problem?

The purpose of this study is to examine, keeping two major goals in

mind, the dec,sion process involved in deciding to automate the small

I



commercial bank. The first goal is to develop a descriptive model

which provides an outline of the process in a form which will make it

possible to follow, understand, and analyz, the phases in the decisivi.

The second is to examine whether the principles of the behavioral theory

of the firm, which were originally dvveloped for the large organization

dealing with repetitive decisions, apply also to a small organization

facing a one-time decision.

The analyses are based on data collected in twenty-three small

commercial banks, which were studied while the' were in various stages of

the decision process and in the process of applying various solutions to

the questions facing them. The method employed in this investigation wab

based mainly on interviews in the field with the people involved in the

process, supported by supplementary questionnaires and examination of

written records. A flexible schedule covering the activity, subjects,

participants and time dimensions of the process was used in the field

interviews.

The results of the data collection -'nd analysis .ire presented ini

three parts. The first includes data on the various phases of the process

from the time the activt decision process had begun through the decisicm

period itself, and up to the completion of the first conversion or .ermin-

ation of the process. In this part, questions regarding the available

alternatives, the elements effecting the decision makers, the roles of

insiders and outsiders, and the effects of the way the decision was made

are discussed in dotail. Based on the data in the first part, the second

part is used to develop the descript ive model which applies to the banks

participating in the study. The final part maes use of the data to

examine the applicability of the principles of the hbhavior.al theory of the

14



firm. its described thy Cyert and March, to the decision process in the

* small bank,

The study demonstrates that although each bank makes the given

decision onlv once. the prnrfiq iV -41 -"P'ugh in its development to

be summarized in a descriptive model. The model emphasizes the principles

of a sequential approach to problems, limited search for arriving at the

best decision, and unystcmatic feasibility study leading to a decision.

Of thb four major relational principles in the Cyert and March

theory, only one Aas fully applicable to the process studied. This was

the concept of problematic search which assumes a ,otivated search,

which is both simple-minded and biased. The concepts of organizational

learning and uncertainty avoidance had to be partially modified to be

adjusted to the condition of the one-time decision. The concept of

quasi-resolution of conflict had to be modified so that it could be

adjusted to the special conditions of a small organization.
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I. INTRODUCTION

A. btatement of the Problem

Over the last IS years the computer, or as it is often called,

Electronic Data Processing (11'), has established itself as an

accepted tool for many organizations and an instrument effecting the

organizational environment and members. One of the first questions

an organization faces when it considers EDP seirvices is how to

approach the decision and what is involved in it. The present stud)

concentrates on the process involved in deciding whether or not to

acquire computer services in one segment of the business world, the

small cormercial bank. The subject is approaiched from three

different aspects.

1. The Decision-M$aking Aspect.

2. The Computer Aspect.

3. The Small Bank Aspect.

F These three supply t-he framework for the study, which is based

on field research covering 23 small commercial banks that have recently

made the decision to start using EDP.

I . The Decision Making Aspect

In the last twcntv years there has been an enormous growth in

decision-making literature. Researchers and writers have been con-

cerned for several years with the question of how pcople and organiza-

tions make their decisions. This question was examined along with the

question of how decisions should be made, and the results have been

*1m m m m m m
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several models of decision making which were incorporated into what

is now called the behavioral theory of the firm.
a

with the availability of many theories and models of decision

making, It is surprising how little has been done in testing those

models and relating them to actual decision making in business organi-

zations. In the few instances where simulations of decision models

were actually tested, they usually were restricted to quantitative

and repetitive decisions, and the economic considerations dominated

the decisions.1 A gap still to be closed in the area of research

and writing on decision making includesthe more complicated, less

repetitive decisions. One example of such a decision is the process

involved in the decision to introduce eectronic data processing.

2. The Computer Aspect

Over the past fifteen years, computers and EDP equipment have

becom- part of everyday business life. According to one source, in

1955 there were only 10-15 computers installed, while by the end of

1966 the total number had reached 28,500 worth $7.8 billion. Projec-

tions to 1970 indicate that there will be 60,000 computers in use by

that time, to be valued at $18 billion. (Myers, 1967, p. 1)

As more computers are being introduced into the business

world, an increasing amount of literature dealing with computers,

their place in our world and their present and future impact on

organizations and people, has been generated. The writings have

come from people of diverse backgrounds and opinions and, due to

ISeveral models and simulations are discussed in Cyert and March
(19631, and Cohen and Cyert (196S).



Uthcii" lk of vxpvviv'-cv with actomation, have often been in the

form of' generalizations with little or no empiricil evidence.

lypically, the Impact of automation has been considered in its broad

economic and social dimensions, or in the form of "check lists"

2suggscting what to do with computers. But with the increase of

organizational cxperience with computers, research data are becoming

availa14 and shi-ild he utilized to provide meaningful insights into

some of the many managerial aspects of the automation problems.

In the introduction of the computer to the business wvrld,

as is the case of many other changes, there have been disappointments

as well as gains. This was recognized by George J. Brabb and Earl B.

Hutchins 11963):

The revolution now in progress, like all revolutions, is not
progressing smoothly and without problems. There have been
reports of disappointment and disillusionment and even, in
some instances, of withdrawal of computers. Such situations
have more often been attributed to those who use and those
who sell rauwer than to the equipment itself. (p. 33)

Often the problems develop at the early stage oi the introduc-

t pvn of the computer aLnare a result--of the-way- the decision to

acquire the computer was made and of the conversion process used. In

an article, "Seven Deadly Dangers of E.D.P.". L. R. Fiock (1962)

raised this specific issue:

If businessmen were more knowledgeable about some of the
dangers involved in setting up and evaluating an EDP
inst1 .lition. -iaybc they would be able to protect their

2Examples of' early writings about the impact of computers can be found
in the following v'olumes: Greenberger (1962), Wriston (1962),
.Jacobson and Rouchel (1959). A zecent example where the emphasis is
moved from theory to the use of empirical data appears in the volume

* edited by Myers (1967).

I
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copanics hattar ffom the waste of time and money...Just
how you go about acquiring EDP equipment clearly plays a
major role in the success you can expect to achieve. (p. 89)

A similar idea was emphasized several years ago in a study

sponsored by the Controllers Institute Research Fotdation (Conway, 1959)

If experience, both successful and unsuccessful, has shown
anything in the last five years, it is that deciding what
and how and where and when and even why to do something
about electronic data processing are complex and important
questions which must be correctly answered if the end result
is to be looked back upon with the sae relish as it was
anticipated. It has also indicated that with the proper
approach. care, and skill these answers can be obtained. (p. 20)

Although it is the first crucial step in the change toward

automation, little has been published on what is involved in making the

decision to automate. On the subject of computers, the majority of the

publications have dealt only with the questions of equipment, manage-

ment of EDP, quantitative techniques and the effects on the formal

structure of the organization, rather than the decision to automate.

3. The Small Bank Aspect

Whenever research has been done in the area of computers and

decision making, it has usually been confined to large organizations.

Until recently the small business organization did not receive the

appropriate amount of attention in the area of decision making. This

has been true in spite of increasing evidence that the small business

cannot afford to make wrong decisionIs or ignore areas o national

trends and developments (Sanders, 1966, Ch. 1), including such major

changes as the introduction of EUP systems into the business world.

Several years ago, G. Moller (1964) sumarized it in the

following way:

Management of small enterprises, as well as those of medium-
sized ones, who aim not only at survival but at healthy
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growth and development, cannot avoid their preoccupation
with autumation of the total operation, comprising physical
and clerical processcs and particularly management decision-
mnakitng and control. Ia do thi4 successfully, a complete
re-orientation of management thinking will have to take
place on 4 uch, much larger scale than is perceivable,
and perhaps even conceivable, today. (p. SO)

ihe s;tuitimi of' the small -ommerial bank with deposits of under $50

Million fits well the abovv description. Lven though many bankerg

don't admit it yet the question facing them regarding automation is

"hIhen and how to automate?" rather than "Should we automate?"

B. l'urpose of the Study and Basic Assumptions

The purpose of this study is to exrAmine the behavioral aspects

of the decision-making process in relatively small organizations

involved in changing to FOP services. The particular type of organi-

zatier. examined is the sl,.jll commercial bank in the United States.

The main concern is to construct a descriptive model that will enable

the reader tL hetter understand the process and dimensions involved.

- -ill-be--achieved-through-the development and examination of

meaningful propositions relating to the various stages of the decision

process, examination of the behavioral aspects of each stage in the

process, and identification of thc factors and person influencing the

decision proc:ess.

Once the descriptive dccision-process model is suggested, the

principles of , behavioral decision theory, as presented by Cyert and

March in their hook, A Behavioral Theory' of the Firm, are applied

in examining tht modcl. Other decision theories and models are

rcferred to as is deemed necessary, As the stud), progresses, the

6riter's rescarch and observations are synthesi:cd in a series of



bi

propositions, or findings, relating to the decision process involving

the decision to automate. Many of these propositions are advanced

against the backdrop of "ssrptions arising foa the behavioral theory

of the firm. These propositions will be cited in appropriate places

in the course of the study.

The major assumption made is that a non-repetitive decision such

as the decision to automate in a small bank is a result of a irocess

that can be defined and examined in a descriptive model.

The main hypotheses tested in this study are:

1. The process of the decision to automa.e is initiated by

outside agents, such as computer salesmen, representatives

of larger banks, etc., rather than people within the

organization.

2. The decision to automate a small bank is triggered by

operational pressuzes rather than policy planning.

3. The process initiated, the search and the choosing among _

alternatives are limited, rather than exhaustive.

4. The decision on automation represents a coalition solution

effected by the goal conflicts of the various departments

in the bank.

S. The process of decision making is guided by the principle of

uncertainty avoidance and, therefore, innovative features

in the solution selected will be minimized.

6. In the process of the decision and conversion planning,

attention is focused on technical and economical aspects

only. Little or no attention is given to socio-political

aspects.
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Hypotheses 3-5 arc based on principles of the hehavioral

theory of the firm by Cyert and March and the relitionship is further

reviewed in Chapter 11. The seconi and last hypothesis represents an

effort to add new dimensions to the behavioral approach and will be

discussed further in Chapter VIII.

C. The Design of the Thesis
3

In Chapter II the need for a behavioral theory of the firm

is described, and the principles of the Cyert and March theory, as

they will be related to the analysis of the data, are reviewed. The

second part of the chapter reviews the literature studying the decision

to automate and outlines the major elements involved.

The purpose of Chapter Ill is to familiarize the reader with

specific characteristics of the banking industry in general and with

small commercial banks in particular. The chapter concludes by reviewing

the rising need for automation in the banking industry and leads to the

discussion of the decision process of the individual bank which is pre-

sented in Chapter V.

Chapter IV includes a brief description of the methodology used

in the field study. The chapter reviews the methods of sample selection

and data collection.

Chapter IV and V summarize the field data by reviewing the

various stages the banks went through in the process of making their

3The format used in the thesis follows the guidelines set by the APA
Publication Manual (197 revised edition) and the procedures set
forth in "Style and Format of Graduate Thesis, Dissertations aod
Abstracts." (University of Pittsburgh, 1966)

t



decisions. Following a presentation of data concerning the triggering

cues, three phases are identified. the first is the initial search

and definition of the question. and Lhe second is the decision pexiod

Itself including the collection and evaluation of information. In

Chapter VI. the third phase - thac of planning and executing the con-

version to EDP is discussed, followed by .14za on uanAgement's post-

evaluation of the change to EDP.

Based on the field results presented in the two previous

chapters, a describable eecision process model is outlined in Chapter

VIl.

The purpose of Chapter VIII is to bring together the behavioral

concepts outlined in Chapter I1. with the results of the field study

(Chapters V and VI) and the describable model developed in Chapter VII.

It includes a summary of the results organized according to the major

elements considered. in the final section of the chapter the concepts

of the Cyert and March theory are examined in light of the field results

and the appropriate conclusions are drawn.

-The final chapter i-n -the thesis includes a discussion of the

study's implications together with an outline for future research and

the conclusions of the study.

I;1



II. BEHAVIORAL DECISION THEORIES

The purpose of this chapter is to surn.marize the main ideas

in the relevant literature of decision making and change, and identify

their importance in the decision to automate in an organization. The

approach taken is to start with the general principles of decision

theories and narrow the subject down to the specific decision to

The first section discusses the developmetit toward a behavioral

approach to decision making, and the choice of the Cyert and March

behavioral theory of the firm as a framework for the analysis. The

main principles of the Cyert and March theory are reviewed in this

section. The second section concentrates on the decision to introduce

change. It reviews the elements involved in such a decisicn, and examines

the available literature oa the specific decision to introduce automation

into the organization.

A. The Behavioral Approach to Decision Making

1. The movement toward a uniform theory

In the conventional theory of the firm, there was no attention

given to, nor interest Taken in, the actual process by which individual

firms, or executives, reach their decisions. The assumptions of

rationality in the theory were reduced to two propositions: a) Firms

--II
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seek to maximize profits, and b) Firms operate with perfect knowled,.

(Cyert & March, 1963, p. 8) Up to the last 10-15 years, whenever the

question of how a decision is made came up, the textbook answer would

rely heavily on a "rational-comprehensive" approach where the decision

maker molds all his behavior into an integrated pattern by:

a. Viewing the behavior alternatives prior to the decision

in a ptnoramic fashion.

b. Con:idering the whole complex of consequences that would

follow each choice.

c. Singling out one from the whole set of alternatives with

the system of values as the 'iterion. (Simon, 1957 p. 80)

In the last two decades many writers of organizational theory have

questioned the practicality of the above approach and its usefulness

in describing real decision processes in organizations. The new move-

ment rested on a few simple propositions:

a. Individuals do not attempt to maximize utility but seek to

achieve alternatives that are "satisfactory." A satis-

- factory-al-ternative is one that-satisfies the "level of

aspiration."

b. The level of aspiration changes over time, going up when

achievement goes up, coming down when achievement comes

down. It adjusts upward faster than downward.

4 c. If the individual sees an alternative that is satisfactory,

he will not search very vigorously for additional

alternatives.

This approach simplifies the whole process of decision making, reducing

it to the principle of "marginal satisfaction of the decision", and



applying the principle of litited rationality to the process. This

principle is also known as that of bounded 'rationality:

Behavior is rational within certain limits.. .By utilizing
the principle of bounded rationality it iz possible to
explain why the perceivers. alternatives and the perceived
consequences of each of these alternatives have the content
they do rather than to take them as given...

The bchavicral theory postulates that, because of the
executives' limited capacity and the exceedingly complex
world he faces in the or;anization, his decision making
represent: a somewhat incomplete process...

fie has a subjective, simplified view of the decision situation
that can be called his definition of the situation. The
elements that make it up are the results of the psychological
and sociological processes involving the executive. (Howard,
1963, pp. 23-24)

The drawback of the simplified approach to decision making is

that it gives only a limited understanding of how and why a decision

is made. This is especially true in complex situations for which we

lack adequate knowledge of the processes that are involved in decision

making. It becamc necessary to define certain characteristics of

_ adecisions,-an4 based on those characteristics,-to examine the process

involved in making the decision. A set of five general factors has

been formulated, within which numerous theories and approaches were

developed dealing with the steps necessary in making a decision.

(See Appendix A) The five factors are:

1. The set of possible alternatives.

2. The set of behavior alternatives actually considered.

3. The set of possible outcomes.

4. The decision maker's pay-off function.

S. Information about the correspondence between the alterna-

tive course of action and the possible outcomes. (Cohen

Cyert, 196S, p. 324)II
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One uay to examine a decision is to identify the above factors .

in the decision and review their impact on the process. Another way I

to look at a decision is to examine the approach taken by the decision

maker in solving the problems he is facing. Several approaches are

open to him. They include: relying on previously used methods and

Lc--hniques to solve the problem; copying previously used solutions; or,

viewing the decision as a new one requiring a systematic approach,

considering the problem for its own merits, and following an organized

procedure until a solution is discovered and accepted.

Up to this point, little has been said about what influences

the decision and the decision maker or, using Drucker's (1967) words,

"what 'makes' the decision." In the most simplified way, the decision

maker wants to arrive at a "good" or "correct" decision. This should

be done by relying on two parameters, the first being the GOALS he tries

to accomplish and the second being the FACTS supplied in the informa-

tion. But the minute we introduce normative concepts of "good" or

"correct" decisions, we have to consider more than two parameters,

-and thus we-move-fro the concept of fact to the concept of value or,

as Simon (1957) puts it, "the decisions have an ethical as well as a

factual content." (p. 46)

The scarch for a more complete understanding of the process

will lead to the introduction of two more influences, in addition to

goals:

1For further discussion see Giuseppe di Roccaferrera (1964, p. 2-3)
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I. The perc-rticns involved

2. The flow and network of communications (Howard 1963a, Ch, 3)

These two, when combined with facts, help to formulate the EXPECTATIONS

which, in turn, together with the GOALS, result in a CHOICE procedure

in response to a problem. In Cyert and March's behavioral decision

theory, the three variables form the exhaustive variable categories

which are one of the major organizing devices of the theory.

2. The Cyert and March Behavioral Theory

With the negligible amount of empirical data available on

decision making in small organizations and, specifically, on the

decision to automate, it was found necessary to rely on one major

behavioral decision theory in the analysis of the decision to use

automation in small banks. The Cyert and March (1963) theory was

chosen for two reasons. The first is that the theory is one of the

more complete ones and, at the same time, not too complicated to

becme impractical for use in field research. The second reason

-- -- is-t-hat there is -a challenge involved in applying it-to the type of

study presented here. It was initially applied to large complex

organizations (Ch. 1), to quantitative types of decisions, and to

repetitious decisions. At the same time the authors mention a wide

range of other cases where the theory might apply pending further

examination. The principles of the theory, which was developed ori-

ginally as a descriptive one, but carried within it also normative

suggestions will have to be modified to fit non-repetitive decisions

and small organizations where many of the variables cannot be quantified.
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In order to integrate the principles of the theory into the

decision model described in Chipter VII, the two major organizing device!,.

of the theory are s~mmarized below. Each one will be examined in Chapter

VIII in regard to its application to the decision process model outline

in Chapter VII.

1. The Exhaustive Variable Categories
2

a. Two sets of variables affecting the goals of an organiation,

i. The set that influences the dimensions of the goals

(what things are viewed as important). This depends

on the composition of the organizational coalition,

the organizational division of labor in decision making,

and the definition of problems facing the organization.

2. The set influencing the aspiration level of any partic-

ular goal dimensions. This depends on the organiza-

tion's past performance of other "comparable"l

organizations.

.. . .--Two sets -of-variables affecting the organizational expectations.

1. The set influencing the process of drawing inferences.

2. The set influencing the process by which information is

made available to the organization, particularly those

affecting research activity within the firm.

c. Two sets of variables affecting organizational choice.

I. The set influencing the standard decision rules. This

depends on the past experience of the organization and

the past record of organizational slack.

For further detail see Cyert and March, 1963, p. 115-116.
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2. The set influencing the order in which 4livrnotives

are considered. This depends on the part of the

organization in which the decision is being made

* and past experience in considering alternatives.

2. lhe Major Relational Conccpts 3

a. Quasi-resolution of conflict which emphasizes:

1. Goals are independent constraints imp-osed on the organl-

zation by the members of the organizational coalition.

2. Local rationality dealing only with a limited set of

problems and a limited set of goals.

3. Acceptable-level decision rules, which reqiire local

optimization hy a series of independent decision centers.

4. Sequential attention to goals, which irelps to resolve

conflict among goals, in part, by attending to different

goals at different time,.

b. Uncertainty avoidance which emphasizes:

1. Fedback-react decision procedure.s which assume each

problem is solved only as it arises.

2. Negotiated environment among firms aimed at eliminating

uncertainty.

c. Problemistic search, which assumes three things:

rhe search is motivated and is problem-oriented.

2. The search is simple-minded in the sense that it

reflects simple concepts of causality.

3For further detail see Cyert and March, 1963, p. 116-125,
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3. The sear-h is biased and reflects: special training

or experience, interaction of hopes and expectations,

and communication biases reflecting unresolved con-

flict within the organization.

d. organlzational learning, which mphasizes:

1. Adaptation of goals as the function of: Previous

goals, organizational experience with respect to

the previous goals, and experience of comparable

organizations with respect to the goal dimensio&

in the past.

2. Adaptation of attention rules by learning to scrutinize

some criteria and ignore others and by learning to

devote attention to some parts of their comparative

environment and neglect other parts.

3. Adaptation of search rules based on learning experience

and c..anging environment.

B. The Decision to Change

1. The elements involved

This study is concerned with one type of decision only - the

decision to introduce change in the small bank through the introduction

of automation. Using Simon's (1965, p. 62) classification of decisions,

this decision can be viewed as a one-shot, ill-structured, policy

decision. But it involves more than that, The introduction of the

computer is a major change in any organization and should be viewed

as such.
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When managers speak about change, they usually refer to it as a

decision to improve, and as Leo 4oore (1958) stated: "Managers flatly

state that they are 'for' improvement. They go on te how why by

enuaerating such reasons as competition, growth, progress, survival

and such personl considerations as advancement, development and

prestige." (p. 7S) Moore continues by statini thrce mWIn require-

aents for implementing change or improvement.

1. All managers must first be concerned with developing and

maintaining a p of improvement centering around

the problem of attitude in managers and their people.

2. Every manager must then use a procedure designed to

implement the improvement attitude and philosophy in

everyday practice.

3. The final step in the process is the establishment of an

improvement program, which should be designed around

communication and motivation and be aimed at the accom-

- -p1ishment-ofagreed-on objectives. (p. 80)

Following this approach it is necessary to bring together the

economic and social elements when a behavioral model is examined. In

the present study, three groups of elements influencing the decision

maker are examined and their impact on the decison process is evaluated

in Chapter ViII:

The Technological Elements

The Economic Elements

The Organizational Elements
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The persons responsible for the decision to automate in a

small bank are assumed to have very little or no technological

knowledge with respect to automation. They have to rely almost

totally on the information supplied by the seller of the equipment

or the bervice, and must depend on the latter to explstn to them

the technical aspects involved. Therefore, tintil they learn more,

they take for granted the technical information furnished to them.

The economic element usually receives the most attent'on from

the decision makers. Until recently it also used to be one of the

more important "sales pitches" of the computer salesmen. This became

evident when we interviewed bankers who made their decisions to

automate 3 - 5 years ago. Since then, many computer ,alesmen have

6hifted such of their sales efforts from the argument that cost-saving

is the primary advantage of automation to that of it being only one of

several benefits. To the small banker, the immediate cost involved

is still an important issue and he wants to know how much it will cost

__-- 1-him in start up cost and, afterwards, in operational costs. The economic

cost involved in the automation of the bank can vary significantly,

depenuing on the type of automation achieved and its role in the bank;

but when a bank considers automation, the decision cannot be based only

on dollars and cents figures.

The organizational elements can be broken down into two major groups:

social and political. The bank is a social system where the employees

spend a considerable part of their day and, the job provides them with a

degree of security within the system. An important change, such as the

introduction of automation|, might therefore have considerable effect on

their morale, dedication to their work and the orginization and, in turn,

their efficiency on the job.
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Every organization is also a political system where the power is

distributed among members according to their level in the organization,

location in the structure, status, leadership qualities, and their

relationship with others in the organization. A small bank might not

have the formalities of a large organization, but the power structure

exists none the len, The introduction of computers requires new
types of knowledge, changes in the communication patterns and, often,

re-allocation of the power structure.

2. Studying the Decision to Automate

Several years ago, Mann and Williams (1960) observed that the

changeover to electronic data processing is different from other types

of change such as model conversion in an automobile plant, turn-around

in an oil refinery, or the starting up of a new plant. There can be

no stock-piling before suspending operations; there is little or no

opportunity to make trial runs of new systems without the continual

.mantenance of the older system. (p. 221) Therefore, they !uggest

that it sight be useful to identify seven different rhases in the

sequence of a change-over to EDP; 1) relative stability and equilib-

rium before the change, 2) preliminary planning, 3) detailed preparation,

4) installation and testing, 5) conversion, 6) stabilization ano

7) new equilibrium after the change. (p. 221-222)

For each of the above phasca, the dezision maker has to be

prepared to face the social, economic and technical problems involved;

otherwise, he faces the same danger pointed out almost a decade ago.

"Mhere, as has frequently happened, the resulting work orgaaization

ha., failed to satisfy the social and psychological needs of its
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members, their attitudes or task performance have inhibited :he full

realization of technological potential and lowered r- !cti\ity."

(Rice, 1958, p. 4)

On the specific subject of the decision Zo au -te, at

least two direct studies have been made. The first was Jirected

by Ernest Dale (1964) in the early sixties, The study covared 32 chft-

panies, three of which were banks. All of them were chosen be,.aase of

their leadership ir size, profits, progressive attitude and the author's

familiarity with their-industries. lli% main hypc.:", sis was , at, due

to the large investment involved, the consideration of comp'ter use may

be treated as a possible area of systematic decision making. The study

emphasizes the reasons for going on computers and the outce:es of the

conversion, and concludes that "the process of deciding on the invest-

ment in a computer is becoming highly rational from both an ezonomic

and a technical point of view, at least when compared to many othe-,

business decisions." (Dale, 1964, p. 14) Several limitations of Dale's

study reduce its usefulness for comparison to the present study. In the

first place Dale's study concentrates only on large firms which utilize

system groups within the organization to investigate and promote the com-

puter. The situation varies significantly in the small bank which lacks

this type of group. The study also pays little attention to the specific

process of making the decision, and to the forces and factors active in

the decision process.

A second study aimed directly at the decision to automate was

sponsored by the United States Department of Labor-Management Adminis-

tration (1966) and was conducted by a team of researchers in the
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Stanford Research Institute, California, during late 1963 and early

1964. This study covered seven companies, two of them large banks.

and had two major objectives;

I. To determine what factors influenced managerial decisions

to automate in seleacd zases; and

2. To compare the expectations ah~d effects of automation in

the selected cases, particularly as they affect the work

force. (p. 1)

As in the previous study mentioned, the subjects studied were large com-

panies, and the results have only a limited application for small companies.

Both studies emphasize the economic and technological issues, and

little or no attention was given to the social and political-issues

involved. The research methods in both studies consisted of interviews and

examinations of written records, which were supplemented in the second

study by written questionnaires.

In two recently published studies the is3ue of the decision to

automate received special coverage. The first one by Mohammed lHamid

_ _ -wasmanly-concerned -ith price nd-output decisions in the computer in-- -

dustry, but did devote one chapter to the buyer's decision-making process

(liamid, 1966, Ch. V). Based on information from sources in or close to

the computer manufacturers industry, he identifies two majcr motivei of

a potential customer for getting interested in EDP. The first is the

cost feasibility and the second is sumarized under intangible motives

such as: ease and speed of information gathering, R & D, prestige, etc.

The decision concerns itself with only two major questions:

1. Shall the computer be purchased or rented?
2. What is the appropriate computer model in view of the

buyer's general need? (p87)



Likewise th selectit, *echanism is narrowed down to two

instruments only. The first is to hire a consulting firm to make a

study and recommend a course of action, and the second is to set up

the buyer's own group of experts selected from members of the firm

who have the knowledge and skill to make a computer evaluation.

Finally, the chapter concludes with the following proposition:

(a) The "Price-Performance" criterion provides the primary
guide for the buyer's decision: sals promotion efforts of
the seller and his prestige influence the buyer's choice;
(b) the bidding-by-manufacturers procedure aids the buyer
in making his decision, but does not necessarily produce an
optional solution. (p. 99-100)

While this study's main interest lies mainly in the economic

aspects of the buyer's decision and its effect on price and quantity,

it is felt that by neglecting almost all aspects of the process except

the economic ones, the process becomes over-simplified. As a result,

even though the author suggests a decision-making model of an organi-

zation in the process of purchasing a computer system, the model

does not contain enough elements to be representative of the process

involved in actual decisions.

The second study by Boris Yavitz deals specifically with the

impact of automation in commercial banking. The study is defined

as a case study and conceptual analysis and devotes one chapter to the

individual banks'decision to automate (Yavitz, 1967, Ch. 3). As in

the previously mentioned study, primary attention i% given to tha

formal feasibility study and the economic and tech:.;ai elements nf the

decision to automate. Only once are the management aspect and management
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role in the process mentioned. The focus is on the question. "On

what basis was the final decision made?" rat.' r than, "flow was it

made and what influenced the process?"

Sevural other studies which were directed toward the impact

of computers in general had some observations about the initial

decision to acquire automation; but for the most part, the decision

process was only of minor interest and the findings dealt mainly with

economic-technological effects.
4

4The reader interested in such studies might refer to the following

books: Conway, Gibbons, W Watts, 1960; Rico, 1967, Sanders, 1966;
and Gallagher, 1961.
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The main purpose of this chapter is to supply the reader

with a better understanding of the industry being studied. The

chapter consists of two major parts. The first outlines the economic

and organizational characteristics of the industry as a whole and

specifically the individual bank. The second part explains the needs

for automation in the banking industry, and the state of automation

development in banking. While the first part mainly consists of

background information, the second part leads directly to the dis-

cussion of thu decision to automate in the individual bank presented

in Chapter V.

A. The Banking Industry

The main focus of iS-StUds-on-thebank-as-a-business -- -_-

enterprise rather than as a creator of money or a tool of monetary

policy. In order to give a better understanding of the impact and

importance of EDP for the industry and the commercial bank, this

chapter will review five areas.

1. The services offered by the commercial bank.

2. Developments in the banking industry.

3. Structure of the industry.

4. Organization and characteristics of the small bank.

5. The bank's financial structure.

24
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TAMLL 3.1

POSSIBLE SERVICES OERED BY TfH C(WFRCIAL BANK

I. Traditional Banking Services

1. Demand Deposits a. Regular Accounts

h. Economy AccountR
c. Cormercial Accounts

2. Time Deposits a. Saving Accounts
b. Time Certificates
c. Various saving programs

(Christmas Club, etc.)

3. Loans a. Commercial
b. Installment and personal
c. Mortgages
d. Revolving Credit
e. Others

4. Investments

S. Trust Accounts

6. Safekeeping

7. Transfer and Correspondent Services a. Domestic
b. International

-1--OtherServices -

S. Credit Cards*

9. Accounts Payable and Receivable

10. Billing and Collection Services*

II. Payroll Processing*

32. Arcounts Reconcilement*

13. Scheduling*

14. Travel Services

15. Insurance Services

16. Others

*Those services are, for the most part, a function of the availability of EDP.



1. Banking Services

The banking industry is presently a service industry whose

services can be divided into financial and non-financial ones. In

the past, the financial services were emphasized, and the major

principle guiding traditional banking was that the individual bank

should get outside funds and put them to work safely and profitably.

The in-stream of funds was, for the most part, in the form of de-

posits while the out-stream was in form of investments and loans.

Table 3.1 outlines the traditional banking services, and also lists

some of the other services offered nowadays by commercial banks.

Many of the new services are a direct result of increased competition

between banks and other financial institutions, as well as the avail-

ability of new tools such as EDP.

Although some variation from one bank to another exists in

the number and depth of services provided, the banks, through the

se c es.they provide, -have -a-mjor economic function in the community-

where they operate. The bank has a significant role in providing the

mechanism for members of the community to execute their business and

monetary needs. At the same time most banks are also active in the

further developing of the business structure and the community.

2. Developments in the Banking Industry

a. Numbers and Outside Competition. At the end of 1966,

there were 14,291 banks in the United States (F.D.I.C., 1967, p.4).

The large majority of them (13,784) are commercial banks, which by

law are allowed to offer all available types of banking services.
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They are often referred to as the "Pull Service Bank." The remain-

ing 507 institutions are mutual savings banks which are restricted to

providing saving applications and services related to saving, such as

life insurance, safe deposits, etc.

The financial system in the United States, of which the

commercial banks Are a major segment, changes constantly with the

appearance of new financial institutions and the change of char-

acter of existing institutions. In addition to competition from

mutual savings banks, the commercial bank faces stiff competition

from a variety of financial institutions including: Credit Unions,

Savings and Loan Associat!.is, Personal Finance Companies, Sales

Finance Companies, Industrial Loan Companies, Money Order Companies

and others. Industry people are often warned that unless they

adapt to change quickly and adequately, they will inevitably lose

their share of the total market. To some extent it has already

happened to commercial banks as indicated by Professor Robinsoi:

At-the-opening -of -the twentieth century com-
mercial banks were, by a very wide margin, the
leading financial institutions in the United States.
Whether measur.ad by size or by the qualitative im-
portance of the financial services they rendered,
they were considerably more important than all
other types of financial institutions combined.
Since that time. commercial banks have grown, but
th-y have not grown as rapidly as other financial

institutions. Commercial banks have lost somewhat
in the competitive race. A number of other types
of financial institutions are now enjoying a con-
siderably more rapid rate of growth. (Robinson,
1962, pp. 21-22)

b. Changing Trends. An important reason for the increase

in the supply of financial-banking services has been the drastic

change in the demand for banking services. From an institute for the

rich members of the community and business world, the bank has changed
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to an institute catering to all segments of society, This is especially f
true of the small bank, which found it difficult to compete *ffectlvely

with the large banks for the big business accounts and thus had to con-

centrate on the saaller accounts. At the same time some researchers

obicxr-v an increase in the sophistication of both Indivldali and

corporate managers which puts pressure on the banking industry to

increase and improve services. (Yavitz, 1967, p. 6)

Stiffer competition and the increase in demand for banking

services resulted in a sharp increase of the number of comercial

banking offices as can be seen in Table 3.2. At the same time

the number of commercial barks in the United States has declined

sharply from its acme in the early 1920's. The decline in the

number of banks before the aid-1930's was largely due to business

failures which resulted in the banks# closing. Since World War II.

TABLE 3.2

PEOPLE AND BANKING OFFICES* 1955 - 1965

NUM4BER
OF

BANKING POPULATION PEOPLE PER
YEAR OFFICES (in 1000) BANK OFFICE

1965 29,736 193,795 6,S17

19to 24,103 179,992 7,468

1955 20.818 165,068 7,929
L _ _ _ _ __

PERCENTAGE
OF CHANGE

195S-196S +42.83 *17.40 -17.81

1960-1965 423.37 * 7.66 -12.74

Source: NASSB, 1967, pp. 137-139



the decline in the number of banks has been relatively -I w, with

the siumber of commercial banks decrcasing from 14,183 in 1948 to

13,784 in 196. The decrease in the last several years was due
I

mainly to mergers. While the nucber of banks decrt-ased 'iightly.

there was an enormous increase in the number of hr.aiclk,., %ts i-.

since World War 11 (see figure 3.1), In 1966 alone, 1,159 n"

branches opened their doors to the public while the totrl numhtr

of banks decreased by 33. This trend of opening additional branches,

at a yearly rate of 10. 1 percent since 1961, paralled th,

move into the suburbs and the increase in services of banks. Yet,

the biggest change in banking was not the change in the absolute num-

ber but the shift in the nature of operations.

Traditionally, commercial banks concentrated on demand deposits

as the main source of funds, and prior to the 190's, non-bank insti-

tutions generally enjoyed a distinct advantage ovrr coi-.rcial

batks in their ability to attract savings, by being per.HiitI.td

to pay higher interest rates. lI9 tistxnd started-o-- ---

change and comercial banks put increasing efforts in attracting

time and savings deposits. Today these deposits are almnit

equal in size to the demand deposits (see Table 3.3). 1h.- trend

was a result of both the increased competition and the ir,:reased

sophistication of depositors who tried to get a higher r.turn

for their money. As a result, banks which now had ',c. ", i fnter : t

on a large portion of their funds felt increasing pressures on

their earnings ratio and were motivated to find more efficient

and profitable uses for the funds (sec section AS)
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C4;OVTII O; BANK OFFICES, BANKS AND BRANCTES
OF -03ERCIAt. BANKS 1945- 966

Nw

All Banking
30000Offices

28,000

26,000

24,000

22,000

20,000

Number 
of

Branches
16,00

Number of

12,000

10,000

8,000 " -I

6,000 -

4,000 .

'45 '47 '49 'Si '53 '55 'S7 '59 '61 '63 '65 '66

Source: NASSB, 1967, p. 97-99
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3. Structure of the Commerciai Banking Industry

a. Type of Charter and Supcrvision. Banks must get 6

charter in order to operate, and they can choose one of two types.

Since the passing of the Naticnal baaking Act in 1894 they can

1) seek a national charter, or 2) apply for a charter from the

state in which the head office is to be located. (A.I.B., 1966,

p. 303)

Close to 65 percent of the commercial banks in the United

States are state banks. The size of an average state bank is less than

half the size of a national bank. As a result, the state banks

own only 42 percent of the total commercial bank assets (Table 3,4).

At the present time,

The essential difference between National and
State banks is that State bar,.s have retained a
choice, an option, in accepting federal regulation.
This choice is a State bank's desire to join the
Federal Reserve System or to operate with Federal
Deposit Insurance. Some Stato banks have elected
to become Federal Reserve member vik";nthershave _

not, but have elected to operate with insurance;
and a few State banks have elected to operate with-
out insurance. However, all State banks--regardless
of what form of federal regulation they have ac-
cepted--are required to be chartered and regulated
by their respective state authorities. (NASSB, 1965,
p. 5)

The above statement presents a simplified view of the actual

complex pattern of bank supervision which is described in the

follouing paragraph:

National banks are subject to the rulings of the
Comptroller of the Currency, the Federal Reserve, and
the F.D.I.C., and in certain matters such as branching,
they are subject to the appropriate state laws. State-
chartered member banks come under the jur-sdiction of
the Federal Reserve, the F.D.I.C. and one of the 50
state banking commissioners; insured non-members are
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regulated by tht F.D.I.C. and the states; the few hun-
. non-insured banks are subject only to state regu-

atioiii. Finally, the United States Justice Department
is concerned with the merger of any banks which raises
questions of monopoly under the anti-trust acts, and
the Securitieis and Exchange Commission has jurisdiction
over certain investment practices. (AIb, 1966, pp. 323-
324)

Over the last 11 years, state banks had considerable less growth in

their assets and deposits compared to the rate of growth of all com-

mercial banks (see Table 3.5). This had an effect on the relative

size of the banks anc will be discussed in more detail below.

b. Size of Cemercial Banks. An accepted measurement

of the size of banks is the deposit size. Although there are

as many as 13,784 comiercial banks in the United States, 9,658

of them account for -.ss than 12 percent of the total assets and

deposits (Table 3,6k. These are the banks with total deposits

of less than $10 million. The top 722 banks in the country ac-

count for 71.4 percent of total assets and 70.3 percent of the

deposits. The present study concentrates on the middle size-

group of close to 3,000 banks between the sizes of $10-SO million

and in section A.4 the general characteristics of these banks are

discussed.

As one might expect, the innovation in the EDP area started

among the larger banks which had begun to experiment with auto-

matic data processing in the early 19SO's, and today all the banks

with deposits of over $500million and over 95 percent of the banks

with deposits over $100 million use some t:.e of EDP services.

(see Table 3.12) Smaller banks were slower in adapting computer
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services and, for the majority of them, the transfer from conven-

tional equipment to EDP still lies ahead. While the smaller banks

(under $10 million) can, in many cases, afford to postpone their

decision to automate for the time being or simplify it considerably

by limiting it to demand deposit only, the banks between $10-SO million

are feeling the pressure of paper work. It is expected that over

the next five years 45 percent of them will switch to automation

of one type or another.

c. Unit Versus Branch Banking, Only a few years ago it

would have been comon to read in a text book dealing with banks

the following statement:

The business of banking in the United States is
conducted to a considerable extent by unit banks, that
is, by banks the physical location of which is limited
to one site. Branch banking is practiced in a certain
number of states and urban areas, but nevertheless,
unit banking is the most common form of bank organization
in our system. (Robinson, 1962, p. 8)

While the majority of banks in the United States (75.87 percent)

__ - are -still unit banks without branches,-the trend is changing rap-

idly as can be seen in Table 3.7. The percentage of banks operating

branches increased from only 8.25 percent in 194S to 24.13 percent

in 1965 and continues to grow. This becomes even more significant

if we remember that only 16 states permit state-wide branch banking,

and 17 additional states permit a limited branch banking, while 17

other states, including most of the midwest, permit only unit banking.

Another limit on branch banking is the long procedure required for

getting permission to open new branches from the national and state

supervisory authorities.

Ism sm
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Still it is evident that the number of banks with branches

is increasing, which in turn has a direct effect on operations and

the use of ED.. A latter part (section A.S) will emphasize

the pressure on bank managert, to utilize the funds they have in

an optimistic way, which in turn pushes them to centralization

of operation and fund handliRl where the ciaputer becomes most

helpful.

d. Location of Bank. As one would expect, most of the

larger banks are located in or around the big cities. Of the

small banks under $10 million the great majority are in states

permitting only unit banking or limited branches, and, for the

most part, are located in small towns or villages. The banks

between $10-50 million are located mainly in small towns or sub-

urbs of large cities, although a considerable number in this size

group can be found also in larger cities, particularly on the

West Coast. The distribution of the banks included in this study

is given in table 3.8.

There are four main influences resulting from the location

of the bank.

1. Influence of seasonal fluctuations, which can effect

the demand for loans, size of deposits, amount of

paper work, utilization of manpower and equipment.

2. Influence of business cycles which is felt specifically

in areas where the econoy depends on a limited numbei

of industries and employers.
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TABLE 3-8

LOCATION OF BANKS INCLUDED IN STUDY
BY AREA AND TYPL OF COI4MUNITY

Area Location

Type of Community* East Midwest West All

Small Town-
Industrial economy 2 3 5

Small Town-Mixed
Industrial
Agricultural
Economy 6 2

Suburban 2 1 2 5

City - 1 4 S

All 8 6 9 23

*As described in F.D.I.C. reports

3. Growth potential of the area, which effects

future planning and expansions.

4. Competition from other banks, which depends on

* the size and number of competitors compared to

the economic potential of the area, and the

aggressiveness of the other banks in getting

more business.

in Chapter V11 these influences will be further considerdd

when examining the results of the field study.
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4. Organization and Characteristics of the Small Commercial lank

The following are some of the characteristics of a small

comercial bank. They will vary, of course, from one bank to another,

but they are typical of the large majority of banks included in this

study.

a, Ownership. Three major types of ownership prevail among

small commercial banks. The first is family-owned banks where one

or two families control the stock of the bank. In most cases, members

of the family will actually act as chief executives in the bank, al-

though in some cases executive positions are held by prcfessional

management not related to the owners. The second form is a holding

company which owns several banks in the area or state. This form of

ownership is popular in several states where unit banking or limited

banking exists. The third form is diversified ownership where no

single group or individual is in control of the majority of stocks.

Banks which opened in the last few years tend to have this type of

ownership. Table 3.9 gives the distribution for the banks included

.... 4.n-this-study.

TABLE 3-9

OWERSHIP OF BANKS PARTICIPATING IN STUDY

Majority of stock owned by one family 6

Majority of stock owned by directors I

Public owned - no single stock holder
with more than 10 per cent of stock 14

Owned by a Holding Company 2

Total 23
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The owners are represented in the bank through the Board of

Directors whose election, terms of duty and responsibilities

are also subject to examination by the supervising agencies.

In most ban&s participating in this study it was discovered

that the role and influence of the Board of Directors as a group

on developing EDP in the bank was rather limited.

b. origanization.

1. The total staff in a small bank usually ranges

from 30 to 120 people, depending on whether or

not the bank has branches, and if so, how many.

The average number for 1965 (not including part-

time or maintenance people) was 49.2 employees

including an average of 9.9 officers. (F.D.I.C.,

1966k p. 157)

2. In addition to the top executive officers, senior

management includes one to three senior managers

-who supervis the -operations and loan functions.

Just under this level, there are four to fifteen

junior officers, some of whom have purely clerical

or line functions, having received their titles

in recognition for long service.

3. There is little specialization among officers

and most of them are required to know the oper-

ations of all the services offered and to be

able to fill in for each other.

A detailed description of the functions and responsibilities of
bank board members can be found in Reed, 1963. ch. 2.
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4. The atmosphere and working conditions are less

formal at all the levels below the top executive

officer.

" "5. The operation officer, who is usually a mober

of the senior management, and his assistant, if

he hat one, make the operational, day-to-day

decisions. Senior officers discuss policy de-

cisions informally, often reaching decisions

with little or no documentation.

6. The bank operations involve a lot of repetitive

work, which requires accuracy and speed in pro-

cessing data.

c. Personnel.

1. In most banks, the great majority of clerical

workers and tellers are women with little or no

ambition to advance to management positions.

-2. In a study of bank employees, Chris Argyris found

that many of them prefer to work in relative

isolation and to have a great deal of control

over what they do. (Champion and Dager, 1967,

p. 99)

3. A recent study describes bank employees as:

... typically submissive, particularly among
the female staff. Strikes, slow-downs, and
similar erratic behaviors of union members
and other employee organizations are rare if
not unknown within the banking systems.

However, rosistance can take other

forms--distrust of bank management, a lack
of cooperation, a tendency to become sloppy
and inaccurate in the performance of a job.
(Champion and Dager, 1967, p. 100)

I m m m m a m



4. Many of the older employees had no college edu-

cation, and the levels of salaries in the small

bank were low as compared with tho o ' in other

industries and businesses. In recent years,

salaries increased steadily and although a gap

still exists bctwccn salaries in banking, espe-

cially in the smaller banks, and other service i
o;ganizations, it has been decreasing slowly.

(Yavitz, 1967, Ch. 2)

S. The line of pr.gress for management used to be

from clerical jobs, through teller lines, to

supervisor) jobs, and finally to rinagement jobs.

Most would start working immediately following

high school graduation, or junior college, and

would take many years to reach management levels.

6. Officers tend to view themselves as having a life

career in a small bank. If they changed organiza-

tions, it would usually be to another small bank.

At the same time it is not uncommon for officers

from larger banks to move into positons in smaller

banks.

7. Bank employees, especially top management,

are typically long term, permanent citizens of

their community, and are reluctant to change

communities.
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and the tie between a bank and its trade area

is very close, Moreover, a considerable amount

of customer relationships are based on personal

knowledge of the customer.

2. The top executives of the bank especially in

small omunities, are respected citizens who

often have influence in community affairs.

3. The top executive officer, with the exception

of those in banks owned by holding companies

or by larger banks, is usually an individualist

who is proud of his bank and its position in

the community. tie wants to keep his bank inde-

pendent, and usually has some ownership interests

in the bank.

S. The Bank's Financial Structure

__ - _-- a. Assets and Liability St. acture. Commercial bank earnings

are the result of the size and type of assets held, the return on

these assets, and the charges imposed for performance of various ser-

vices The two major groups of assets are loans and investments in

government papers or other securities. Table 3.10 indicates

that in banks of the size between $10 million and $50 million

loans amount to close to 50 percent of total assets which is

less than the average for the industry as a whole. Loans made

by banks of this size are usually small to medium size, and while

the larger banks compete heavily in this category of loans, the

ri
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smaller banks present only an insignificant competition to larger

banks in the area of big loan% of over $100,000. The result is

that the small bank usually has a relativvly large nttmber of in-

dividual loans on its books, which are subject to small payments

and an increasing amount of paperwork. Increased competition in

the area of small to medium-size loans and close supervision from

regulatory agencies with regard to bad loans should push the banker

tc try to achieve better analysis of the demand for loans and

evaluation of potential customers. Herc, records about individual

customers, personnel knowledge, and analysis of trends in the trade

area can be very helpful. Mile in the past, personnel knowledge

used to be the main source of evaluation, increases in volume and

number of loans push the loan officer to rely more on written

records and organizational memory, an area in which the computer

is most efficient.

In the area of other investments banks are restricted by

law and regulation as to the papers they can invest in and arounts

invested, but nonetheless, they still have to make periodic

decisions as to how much. in what and when to invest. In the

small banks the volume usually does not justify doing their

own research on those questions and, therefore, the computer

is expected to be of little use in this area to the small

bank, which will usually rely on the consulting services of

the correspondent bank or an investment compa;,y.

Fixed assets have always been a minor item in the assets

composition of comercial banks (see Table 3.10) although it has

been increasing slightly over recent years with the move to open
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Vaughan, 1967). Supervising agencies keep a cl:se eye on any

spending for fixed assets, and as a result, bankers prefer to

lease rather than purchase equipment such as bookkeeping mrghine5

or computers. A typical example is one of the cases in this -tudy

where the president of the bank preferred to purchase the computer,

feeling it wiuld have tax advantages, but decided, finally, to lease

it in order to avoid questions and pressures from the supervising

agencies. Decisions on major investments in assets or commitments

of assets of any type usually require an approval of the Board of

Directors. As a result, even in banks where the decision to use

EDP services is considered an operational one, the Board is likely

to be consulted or at least informed.

As indicated earlier, the main source of funds in the com-

mercial bank are deposits which amount to slightly over 90 percent

in the smaller banks. In recent years the drive has been to

increase the saving and time deposit portion, as can be seen

in Table 3.10 and is emphasized in the following statement:

Commercial banking has intensified its
competition for peoples' savings. Not only has
this resulted in nigher rates of interest paid,
and thus the need for higher yields on loans and
investments, but it has led to the development
of new tools. The credit card is one. Another
is the Time CD (Certificate of Deposit), actually
an old 'tool' being put to greater use. (NAASB,
1967, p. 159)

Banks are very conservative in issuing new stock and

since 1951 over 80 percent of the increase in capital was due

to increase of retained earnings rather than new stock issues.

This happened for several reasons which were summarized by

Professor Reed:
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s t CI complying with regulations, and thr .imolfnt of
activrtv in these %tocks prohlhi* their being registered
on natitnl eychanget, and Vvcri the cust of distrituting
stock in over-the-counter markets may ti quite sihstantial.
Another important rea'ion for the reluctance of banks to
issue comun stock is that the isunnc nf new 5tock may
not materially increase their earning power; in fact,
there is a greater possibility that is may affect ex-
isting stockholders adversely. This is prinarily I'e-
cause of the basic function of bank capital. (Rgeed,
1903, p. 5.,1)

Because additional capital can be used only to a limited

degree for addition of fixed assets, it is used mainly to give a

more secure base to other liabilities and as a reserve against losses.

Therefore, the decis.u to invest in EDP equipment is not necessarily

related to the capital structure but rather to operational problems

and expense structure.

b. Income, Fxpenses and Profits. Compared to other inaus-

tries the busines;s of banking is based on more modest but also more

assured profits. The main sources of income in order of importance

ar- income c. lzar.s, inter,.,t on United States Government obligations

and other securities and incom;n-from service charges, Figure 3.2 -

represents the proportions of the various sources of income, de-

pending on the size of the bank. We notice that the larger the bank,

tnc larger is the proportion of income derived from loans, while

the proportion of income from United States obligations and other

securities decreases. This represents a trend toward investing more

funds in the loan application, initiated after World War II by the

larger hanks, and which the smaller banks are following at a slower

pace. The income from service charges is proportionately highest

Iawwm



in halks of the $]O.0 mil Ion %ze. amoutit i to six to seven

percent of total revenues, which equal- over 25 percent of net

operating earnings.

The ',poiIes of Commercial banks are. to a great extent,

fixed, especially in the short run. for the following reasons;

Banks, with public utilities, aze affected with
a certain degree of public interest, and the capacity
to serve the public must be available at all times.
Banls are not in a position to produce for inventory,
suspend operations, or reduce their labor force appre-
ciably, as are some industries. Therefore, banks' cx-
penses in the short run are not closely correlated with
the volume of business done or with gross profits.
(Reed, 1963, p. 494)

Still, hank management has some control over expenses in the long

run, mainly through improvement of organization struLture, depart-

mentalization and introduction of better equipment and processing

systems, where EUP is having . considerable impact.

Interest on time and savings deposits amount to 40 percent

of total operating expenses, while over 50 percent of the operating

expenses are in such items as salaries, equipment,-and systems.

Yet it is surprising how few banks utilize cost accounting systems

to control and allocate cost. Only two banks, among close to 60

cmall banks visited during the last year, had a cost accounting

system in operation, and in one of the two the cashier admitted he

never uses the system and doesn't believe in it, as it was left to

him by his predecessors.

Profitability measurement is a difficult task in small banks.

One reason is that there are no good cost data available. For
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another, the non-operating transactions affect profits considerably,

and finally, it is difficult to asses the exact amcuni of capital

due to the existence of large xecsrc fvt df . The supervising agencies

try to keep a close watch on both ends of the profit scale and will

investigate Wih situations if profits are too lo,. or too high fromi

a given standard. This pushes the banker to try to achieve steady

profits rathet than maximum profits and, over the long run, to h,

competitive, profit-wise, with other bankers in his state or across

the nation.

8. The Decision to Automate Facing the Small Bank

In a study conducted in banks and insurance companies,

the following features were emphasized:

Information Features:

- large volume of activities,
- standardi:ed procedures which were programmable.

Organizational Features:

important activities built arotind transact ions
or computation,
large clerical and staff groups (in routine
work) characterized hy high turnover who are
difficult to hire and retain,
large middle management groups committed to
many routine activities. (burack, 1960, p. 43)

In banking, with the enoluus increase in the number of

checking accounts and checks written, the pressure of paper work

was first felt in the demand deposit area. The number of checks

written annually has risen from 5.3 billion in 1..5 tc iust under

12.7 billion in 1960, to 17 billion in 1965, and is expected, by

I



CnrcrVatvc c5timates, to be in excrss of 22.7 hbtl1on per year

in 1970. (Svc lable 3.11) Because each check passes through 2-1/3

bai:ks, on tht avcrn.ie, and ma) be handled up to ZO timev befre heing

Krcturnedi t, tthc e j-con whc wrote it, paper work threatened to flood

the banks. (Wiener, 196., p. 99O0 The increrse wni R result of

two tvi7nds, Thr first ww, an increase in the number of checks

TABLE 3.11

N!IBERk 01- ACCUUNTS AND CHECKS IN DI4AND DEPOSITS

NO. OF
NO. OF TOTAL CHECKS

DEAID ULPOSITS NUMBER CLLARED
ACCOUNTS OF CHECKS PER ACCOUNT

YEAR (Millions) (Billions) PER MON1TI

1975* 92.0 29.0 2G3

1970" 78.9 22.7 242

1.965 17.0 **

1964 70.9 16.0 188

1960 12.7

1955 52.2 9.5 152

1945 35.6 5.3 124

" Forecast
Data not available

Source 1945-,965: Anderson (et al) p. 68-69
1970-1975: Wiener, (1962)
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written per account which increased hy 52 percent from 1945 to 1964,

and the second was the increase in the nutabcr of acounts whose number

doubled in the area of demand deposits between 194J lu 1964 and which

is expected to increase by another 30 percent by 1975. "]hu! c han. es

increased the amount of paper work which was further a nieJ by

an increased velocity of deposit turnover. According to a study by

Professor P. Nadler the turnover of deposits in Net York City banks

increased from 25 time per annum in 1946 to 78 times per annum in

1962, (Nadler, 19u4, p. 53)

As a result:

]he check-proccssing department has emerged in
the past 20 ycars as the largest department in the aver-
age bank in terms of personnel and equipment investment
costs. Lncodcrs, proof machines, sorters, and computer
systems, together with expensive staffs to man them, con-
prise the major investment in dollars and talent by the
banking industry to stay abreast of the flood of checks
today. There -ire only a few banks in the country today
where the "factory" operation of check processing is not
a significant concern for bank management. (Anderson,
1966, p. 67)

But the increase in paper work was also felt in other areas

of banking.

Changes in investment and loan policies between
1950 and 196U also caused shifts from activities requiring
relatively little processing to those requiring a great
deal. For example, investments in bonds, which require
little handling by bank employees, became much less im-
portant in relation to loans, which require much more
paper work. Consumer installment loans, which require
the most handling, more than doubled iV voltme during the
period. (W'iener, 1962, p.990 )

One area in which the pressure is greatest is the area of operations

where, with increased volume and shortage of manpower, the accuracy

* decreased and delays occurred in completing reports and keeping up

j
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with the transactions. A problem to which even more attention

was given was the increasing cost of operations. In 1960, the

Federal Reserve Board observed that:

If inflating cnst5 cvntinucd tou pinch profits,
hanking may have trouble getting enough additional capital

in the future. Retained earnings would bc a smaller
source and ih? sale of additional earnings would be a

smaller source and the sale of additional stock might
be more dfficult. Investors tend to put their money
where it will earn the highest return. They may slight
banking 5.n favor of other industries wiih a better profit
record. Banking must raise many billions of dollars of
new capital in the coming decade in order to keep pace
with our growing economy. If it doesn't, the quality of
banking services could suffer, and this could, in the end,
impinge on our nation's ability to grow.

Nlaiiy bankers, therefore, are looking to mechaniza-
tion as a method of stabilizing costs and preserving profits.
Mechanization can reduce the need for additional labor and
i-crcase overall efficiency to boot. (FRB, 1960, p. 4)

However, the major breakthrough in electronic check processing

did not come until 1959, when final specifications for the printing

of checks coded with Magnetic Ink Character Recognition (MICR) numerals

weic agreed upon and issued by the American Bankers Association. The

most serious problem for the banks at that time was to find an efficient

way to number the accounts and identify them. Many banks did not have

number for their customers' accounts, and this held automation back

for some time, and still does for many of the smaller banks.

Bankers were also hesitant to move into automation for other

reasons, as was observed by George W. Mitcheli, member of the Board of

Governors of the Federal Reserve Sfstem, in a 1966 speech before a

national bankers' convention devoted to automation:

For bankers these (EDP) handling methods are

novel. They are scientific developments conceived and
perfected completely outside of the banking industry.



They, do not employ skills or expertise common to honking,
indeed they have an almost alchemistic atfra in contrast
to the image or reality of banking as we know it.

In addition, there was strong feeling among bankers in the

early 60's that computers were only for the big banks, and opinions

such as the following were wide spread;

In smaller banks with several thousand checking
accounts, the use of semi-automatic bookkeeping machines
may constitute the highest level of automation to be
reachcd. This equipment should permit staff reductions
sufficient to offset machine costs plus increased check
imprinting charges to be absorbed. There probably will
be little economic justification for these banks to pro-
ceed further with automation on an individual basis.
(Aldom, et al, !963, p. 49)

A complete re-orientation of management thinking, plus in-

creasing operation,&l and competitive pressures had to occur before

the idea of computer use in small business coald be accepted by

people running the bank. Management had to be exposed to frequent

warnings, such as the following one, in order to be persuaded to

consider automation.

Management of small enterprises, as well as those
of medium-sized ones, who aim not only at survival but at-healthy--growt-h- and-deveopment, cannot avoid their prcoc-
cupation with automation of the total operation, comprising
physical and clerical processes and particularly managementdecision making and control. (Moller, 1964, p. SO)

By 1966, only 17.7 percent of the 13,250 small banks in the

United States used some type of computer services, either their own

computers or off-premises computers. (ABA, 1966) Industry projections

(Table 3.12) indicate that within the next five years, approximately

K4,600 of the small banks not using computer services at the present

time will start to do so, and if this projection proves to be correct,

it means that 39 percent of the small banks are going to face, within
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the next five years, the decision of When? How? What to outvatotel

and How to evaluate the computer's effect on their organization.

FIGME 3.2
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IV. RESEARCI !ME71ODS

A. Methods of Data Collection

The nature of the population involved In the study, the

problem uneb- investigation, and the resources available force re-

liance on after-the-fact data collection and analysis. Only in

a few cases has there been the opportunity to observe the decision-

making process while it occurred; and even then it was limited to

a few isolated cases, making it difficult to arrive at generalizations.

The methods of data collection used were: study of written

records, interviews and questionnaires. Prior to the field study it.

self a pilot study covering six banks was condcted and the results

were used to test -md clean up the data collect.on instrumentS.

1. Study of Written Records

-Thetwo-main types-of -written records-used were information _

compiled by the F.D.I.C. and records in the banks. The F.D.I.C. in-

formation, which was supplemented by written records of other avail-

able governmental and professional sources, supplied the data for

identifying the environment and provided the data on the bank's de-

velopment both in general and EDP areas, as well as in management

operations and evaluation.

To the author's disappointment, there was little information

available in the banks in the form of written records. In most of

the banks, no records were kept during the declsion process; but in

those cases where they were available, they were examined and inte-

grated into the analysis.

S8
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2. Field Interviews

Interviews were conducted with the management of each bank

and other key people involved in the decision process. The interview

is the most appropriate technique for revealing information about

complex, motionally ltden subjects and for probing perceptions and

attitudes that may underlie an expressed opinion. Other advantages

are that the interview gives greater flexibility and offers more cov-

erage of the subject than do questionnaires. In addition, the inter-

viewing situation offers a better opportunity than the questionnaire

to appraise the validity of the report and identify the correct persons

to be questioned (Sclltiz et al, 1965).

The approach used was the focused inttrview (Merton et al, 1956)

in which a structured, but somewhat flexible schedule was followed,

allowing the interview to be adjusted to the role the interviewee held

during the decision period.

3. Questionnaires

Questionnaires were used only for supplying supplementary in-

1K formation from the interviewees. In some areas where the interviewee

was asked to evaluate several different possibilities, a written ques-

tionnaire (Appendix C) was completed by him as part of the interview.

Tests of statistical significance using x2 distribution and t test

were applied to the results where it was deemed necessary.

4. Possible Limitations

An argument often raised against the effectiveness of analyzing

past events is that the interviewee may tell you what he wants you to

know rather than what happened. To answer such an argument, one has tot



look at the four sajor ways availab:c to JcacrIbe a decision pross,

The first is to say how it is believed a decision should be made.

This is the normative approarh which gets wide coverage in artirles

and text books. The second is to hypothesize how a decision process

does occur based on the general experience of the writer. The be-

havioral theory of Cyert and March examined in this study is a good

representative of the latter a"roAch. The third one is to describe

how m 4ecision process actually occurred, which is difficult, if not

impossible, to record coirectly in real life situations. Even if

the process had been observed during the decision period itself, biases

would appear. The fourth one, which was used in this study, is to try

to get as close as possible to the actual events by cross-interviewing

several participants and by getting as much tackground data as possible.

The end result might still be what people sa-. happened rather than

what actually happened, but to some degree, this is inevitable when

ever such complex decisions are examined in other than laboratory

situations.

It has been emphasized that it is not the main purpose of the

study to arrive at a normative decision model, although some normative

suggestions are included in the summary. The writer, rather, follows

the advice of Selltiz, Jahoda, Deutsch and Cook (1965) who suggested

that:

Scientists working in relatively unformulated areas,
where there is little experience to serve as a guide, have
found the intensive study of selected examples to be a par-

ticularly fruitful methoi for simulating insights and sug-
gesting hypotheses for research. (p. 59)
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The above authors also make it clear that the purpose of their

approach is not just to collect data under what is smetimes called

the "case study" approach, but also to define three major differences

Ibetween the "case study" and "intensive" approaches.

*1. The first difference lies in the attitude of the

invcatigator involied in the intensive study; it

is one of alert receptivity, of seeking rather than

teating.

2. The second difference is the intensity of the study

group, incident, or situation selected for investi-

gation. One attempts, in the intensive study, to

obtain sufficient information to characterize and

explain both the unique features of the case being

studied and those which it shares with other cases.F i
3. The third difference is the reliance on the integrative

powers of the investigator involved in the intensive

__-- __study-thati*, his ability-o draw together many -

diverse bits of information into a unified interpre-

tation. (p. 60)

B. The Field Sample

The data collection for the study was carried out in con-

nection with a larger automation study supported by the IU.).I.C.

As a result, only banks meeting the following qualifications were

cons idered:
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. st be a state Sank

2. Must be examined by the F.D.I.C.

3. Must be cleared by the F.D.I.C. regarding special

financial or management problems which would affect

the results.

In addition, the following selection rules applied:

4. Rust be a camercial bank

S. Must have $10-50 million in deposits.

This study's interest lies with the small bank and, based

on the experitnce oi Gov% nmcnt b .n "xaminers and the staff members

of the American Banking Association, it was suggested that the upper

limit be banks having $50 million in deposits. It was also found

necessary to establish a minimum level of deposits at $10 million.

Banks with deposits of less than $10 million are usually small country

banks or very new banks having a limited management team and no spe-

cialization of employees which would allow examination of organiza-

tional influences. In the under $10 million bank, there are usually

only one or two management people, a fact which imposes difficulties

on the study of decision processes.

6. Must have a management team of four or more people

7. Must have more than one person involved in the decision

process

8. Must have been willing to cooperate in the study and

have the people who were significantly involved in the

decision process available for interviews.
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The bank's location has been canilicrad, but J" to the

difficulty in obtaining enough banks in one geographical area which

meet the other criteria, the sample has been selected almout nation-

wide.

As outlined in Table 4.1, fifteen of the banks participating

in the study are already using EP services, Of the remaining eight,

four already made a decision to use MP whil# the rewaining four have

decided against it for the time being and have no dofinite plans for

the next two years. In Appendix B the environmental data for all the

banks participating in the study are summarized.

TABLE 4.1

BANKS PARTICIPATING IN STUDY

CLASSIFIED BY PRESENT EDP ARRANGEMENTS

1. Have EDP on premises 8

2. Use off-premises service S

a. Correspondent bank 4

b. Service bureau 1

3. Participate in joint venture

4. No EDP at present time 8

a. Plan to use EDP within 18 monthb 4

b. No plans set 4

TOTAL 23



V. PHASES IN 'iL DECISION PROCESS

The purposes of this chapter are to examine and sumarize

the data collected in the field and to trace the seqiential phases

involved in the decision process. In the first section, attention

is givtn to the triggering cues which stimulate the decision to auto-

mate. Those motivating a change to automation in business, generally

anaiyzed in the literaturt, precede data on reasons for autimation in

the banking ind-i4try. In the remainder of the chapter, the phases exper-

ienced in the decision process are identified. The first is the initial

search occurrine in the bank where the issues involved are defined,

the goals and expectations are set, and the general responsibilities

are allocated among the participants in the process. The second phase

is one of information collection oa d is often identified as the feasi-

bility study. It is followed by an evaluation phase which ends with

a decision to choose a specific course of action.

A. Triggering Cues Initiating the Decision Process
~1. General Reasons for Automation

Discussing the reasons for converting to EDP is a favorite

Ssubject for writers in the area of automation. Most of the approaches

taken are from the economic-technical point of view, such as the one

presented by John Postly (1960).

64
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computers and their associated periphcral hard-

ware can be introduced into data prrc-1Ang Systems in
order to achieve one or more of three kinds of objec

tives. These objectives do indeed overlap, but are
sufficiently distinct to discuss separately. They are:
(I) to deal with increased complexity in data procesinig,
(2) to deal with increased volumes in data processing,
and (3) to reduce data processing costs for a given
level of coplexity and volume. All these objectives

usually involve increased timeliness and accuracy re-
auirements. (p. 10)

in many cases, the rea.sons for automation are expressed

as a single factor of cost reduction. This was stressed in one

recent study by D. Sanders (196bl).

Simple cost reduction is one of the main benefits

of EDP, and was one of the two objectives most sought by
the small sampled firms. Costs are usually reduced in one
or more of the following ways:

(1) A reduction in clerical, non-clerical,
or supervisory labor charges;

(2) A reduction in equipment, rental or cap-
ital costs;

(3) A reduction in floor space required for
data processing;

(4) A reduction in the cost of forms and
other office materials;

(5) A reduction in the duplication of records
which is felt in the reduced costs men-
tioned above;

- 6) A-reduction in training expenses required
in some jobs which are downgraded.

In addition, although the total cost may remain unchanged
in a firm, the average or per-unit cost of processing the
paper required may be reduced by the firm's newly gained
ability to increase data processing production with no
change in total costs of labor or equipment. (p. 36)

Other studies introduce a wider range of reasons such as those

found in one of the few books whose subject was autumation in banking:

A number of basic factors usually determine management's
decision to enter the area of automatic data processing. These

may be summarized as follows:



(1) Anticipated reductions in operating cusis
(2) Existence of potential applications
(3) Competition
(4) Systems improvement, including greater conty':1,

botter management information, and speed of
processing

(5) Research projects covering potential futurc .i
plicRtion, including the area of operatiot;
research

(6) Demands for new services (Aldom et al, 1963,
p. 51)

Simnilar expectations are sumarized in the Dale (1964) stiak;, .

which concent,'ated specifically on the decision to automate:

(1) rayout. New EDP installations are expected to begin
paying their way after a gradual changeover from old
procedurcs. There is an expected payout in terms of
better utilization as well as lower operating costs.

(2) Meeting Shortage of Personnel. Growth of personnul i
requirements on specific routines .... appear to be in-

creasing continuously, making it inpossible to ob-
tain the required number of people in some labor i
markets, and the computer is expected tu make growth
possible without encountering labor shortages.

(4) Customer Services. Improved zustorr benefits, such
as prompter billing, speedier answers to questio.s
and more efficient service, are expected from the com-
bination of .omputers and internal improvements.

_______- - ~JY O~er xpecut ions. The comptermay~at one timu k~- -- --

been installed as a status symbol, but this exrectaitionl 4
is strictly tangential, if that. (Pp. 11-12)

All the above examples emphasize the technical-economik-

factor and give little attention to factors influenced by the

organizational environment and social and political system. Mo.t

writers also failed to make the distinction between the short-t-,,,

and the long-term cues. Examples of short-term triggering cues are:I

temporary space shortage, temporary personnel shortage, pressurr s fri.1

the outside sources, etc. The longer term cues, as listed by .Judson,

(1967) were influenced by management's desire to:
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1. Improve the product offered--in the cabe of a bank,

the package of services offered.1. Improve volime.
3. Improve profitability.

4. iaprove the public image.
S. Improve human relationships within the organization

in terms of better teawork, les3 friction and less
diversion of human energies towards activities that
are non-productive, and better opportunities for the
employees to realize to the full their potential
capabilities.

6. Improve the ability of the organization to cope with
anticipated future conditions and problems sitch as
changes in the market, changes in the technology of
equipment and methods, and changes in the size and
nature of the organization itself. (Pp. 6-7)

2. Reasons for Initiation of a Decision Process in the Individual Bank

In this section, the specific triggering cues for the

individual banks will be discussed and an answer will be sought

to two major questions.

1. What initiates the decision process?

2. Who initiates the decision process?

In Chapter I .ection B, the forces pressuring the banking_

ind'istry to automate were discussed. For the individual bank, pressure

to automate may result for one of two reasons: The bank may "feel

difficulties" which the computer might be able to alleviate, or the

bank may be looking toward future development in the banking industry

in general and specifically in the individual bank. The first can be

defined as short-term cues which mainly fall under the heading of

Operational Pressures, while the second can be defined as long-term

cues falling under the heading of Policy Planning.

In a recent survey by the American Banking Association, the

participating banks which neither used EDF services nor had plans



to do so were asked to indicate why they did not feel a need for auto-

mation. The resalts for the total sample of banks and for the responding

bankb with a deposit size of $10-50 million are given in Table 5.I.

The most important reason given by close to sixty per cent of

the total sample and fifty per cent of the $10-50 million banks was

that the present system of bookkeeping and operation is adequate for

the bank. One-third of the small banks surveyed responded that

they had adopted a "wait and see" policy, while only sixteen per cent

TABLE 5.1

REASONS GIVEN BY BANKERS FOR NOT USING OR PIANNING TO USE EDP SERVICES

Bank Size
All Banks $10 - $49 Million
N=1642 N=322

No. Percent No. Percent

Present system is adequate 976 59.4 162 50.3

Presant equipment is still
being amortized 336 20.4 84 26.1

Applications in our bank
are too small for computer
processing 565 34.4 52 16.2

No computer facilities are
available to us within a
reasonable distance 253 15.4 39 12.1

We have adopted a "wait
and see" attitude 457 27.8 107 33.2

A study indicated that a
computer service was not
available at this time 210 12.8 67 20.8

No response 71 4_3 22 13.9

Source: ABA Automation Survey, 1966
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of these banks frankly stated that they believed their bank to be too

small for comptiter processing. The above results indicate that the

majority of the respondents decided not to use EDP services mainly

because they did not feel the immediate pressure to do so, or were

waiting for further developments, rather than because they felt EDP

is not suitable or feasible for their operations.

The importance of short-term operational pressures was em-

phasized in the present study where fifteen of the nineteen banks

either using EDP services or planning to do so within the next 18

months indicated that operational problems were the major cause

for considering automation (Table 5.2). Three of the remaining

four banks had decided to use automation from the day the bank

opened or very shortly after, feeling that it would prevent future

operational problems with personnel and equipment.

TABLE 5.2

NUMBER OF BANKS RESPONDING TO THE QUESTION
_*W_TAME THRE ASO-FOR-CONS tR1NG -AU[TCATION?" -*-

Main Secondary
Reason Reason

Operational Problems Is 13

Bookkeeping Equipment Problems 5 4
Difficulties in procurring

increasing volumes 4 -
Bookkeeping Personnel Problems 3 7
Increasing cost of bookkeeping
operation 2 -

Increasing number of errors in
bookkeeping 1 2

Desire to avoid future Operational
Problems

Need to meet services offered by
competition 2

* Does not include the four banks with no plans for EDP.
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The two main operational pressures were in the area of

equipment and personnel. Before the arrival of computers, the

majority of banks used NCR or Burroughs Corporation posting-

uachints. At present, the maufacturers do not encourage pur-

chasing new machines and the major source of supply is the market

of used equipment. Many of the banks used the same machines for

eight to nine years or bought them used in the first place. Some of

the banks had obsolete machines which had to be replaced anyhow,

and that motivated them to consider EDP. Other banks suffered from

an increase of maintenance problems because increased volumes re-

suited in the overloading of existing equipment.

Closely related to the problem of equipment is the problem

of personnel. As indicated in Chapter I1, Section A, many banks

suffer from a high turnover of women employees. This is a problem

since women traditionally constitute the majority of employees in

the bookkeeping departments. The conventional bookkeeping machines

required the operator to have a certain amount of expertise,pgained

through on-the-job training lasting on the average 6-9 months, before

the employee was able to utilize the equipment efficiently. With

turnover reaching 25 to 3 per cent per year in the bookkeeping

departments, processing problems developed which resulted in delays

of posting and an increasing percentage of errors. Another personnel

problem mentioned by several bankers was the problem of rising labor

costs. The increase in minimum wages was felt most strongly in the

conventional bookkeeping department where wages were traditionally

low.

The combination of decreasing efficiency, increasing costs and

increasing volumes were the main triggering cues for the majority
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of banks participating in the *tvdy. Their response to the question

of why they started to consider automation was usually "We had to-do-

it" rather than "We planned it as part of the development of the bank."

In the four banks that did not have imediate plans for autouation,

the main reason given for not automating was that management was

satisfied with the existing situation and hesitated to get involved

in a long process of decision and change.

The data lead to the following proposition:

Proposition No. 1: The mairn reason for conaidering autmnation
iG operational pressures, Lang-te,, pZanning considerations
oause the bank to "#it and wait" while imanediate probZems
force it to initiate the deieion process.

3. 1ho Initiates the Process

Computers have been used in banking since the mid-fifties.

In the beginning, they were limited to the larger banks in the country,

but in the last five years, medium and small banks have begun utilizing

computer services as well. In addition to the general exposure of the

public to literature and news about expansion of EDP services, pro-

fessional literature, conventions and meetings with other bankers

directed the bankers' attention to EDP services. The professional

associations like American Banking Association (ABA) and National

Association of Bank Auditors and Controllers (NABAC) have had, since

the early sixties, special research departments and projects concerned

with automation research.

In 1960, the ABA issued its check standards under the common

machines language. This established a uniform format for the use of

magnetic-ink character recognition (MICR) and was considered to be one

of the most important milestones toward automation (Yavit:, 1967, Ch. 2).
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As can be seen from the above developments, automation was bruught to

the attention of most bankers several years ago. For that reason it

is difficult to establish the exact date when the idea of automating

a specific bank first occurred to its anagesent. When asked about it,

most bankers replied by stating they have thought about automation

for several years but could not quote an exact date when the idea

was first mentioned. It is easier to establish when, why and by

whom the first serious step toward considering automation was made.

Many bankers had operational problems for some time before

they started to investigate the possibility of automation. In most

cases, it was the combination of a specific proposal by an outsider

plus operational problems that motivated the decision. In 16 out of

the 22 banks from which answers were received, the first proposal

came from a source outside the bank (Table 5.3), and in all but one

of those cases it was from an outsider trying to sell computer

equipment or services to the bank. In one isolated case it was

a banker who took the initiative in calling together other bankers

in the area for the purpose of establishing a joint venture.

In the six situations where the process was initiated by an

insider, the individual was the operations officer or the president

of the bank. When the process was initiated by the president, it

turned out that he had been closely involved in day-to-day operations,

and considered himself responsible for the supervision of operations

in the bank.

Proposition No. 2: a) Although bankers are awre of the axiatnce
of EDP servicee in their industry, it takes opacial circwwntacea
to initiate a decioion to use such asevicee. b) In most caees,
it takes a combination of operational preoases and the approach
by an outside supplier of EDP equipment or services to initiate
the decision process.
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TABLE 5.3

TIhE FIRST SERIOUS PROPOSAL TO CONSIDER EDP SERVICES

FOR THL BANK WAS MADE BY.

A!

Person Inside Bank 6

President 3

Operation Officer 3

Person or Group Outside the Bank 16

A Computer Manufacturer 5

An Off-Premises Service I) Another Bank S

II) Service

Other Banker in Area I

-I
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B. The Initial Search-Socme Basic Decisions

1. Possible Approaches to Automation

Once the manageneut of a bank is motivated to consider

automation, it has to define its decision in terms of goals and

expectations. The decision maker can view the problem facing

his from one of several aspects which are presented here in the

order of their impact on the organization.

1. He can view it as a decision regarding only a change

of equipment. The prescnt bookkeeping machines would be

replaced by different ones or eliminated altogether by

transferring the work to an off-premises service.

2. He can view it as a decision affecting only the

bookkeeping department. Changes would occur only within

the bookkeeping department while other departments in

the bank would continue to operate in the same fashion

as before the conversion.
3. He can view it as a decision involving only the infor-

nation system and the operational procedures for existing

services.

4. He can view it as a decision involving expansion of

bank services and changes in management orientation.

Which of the following categories best characterizes the decision

made in the individual bank will depend on what the decision maker's
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goals and expectations are. In the ADA survey aentionod above. 133

banks having deposits of $10-49 million classified seven factors

according to their impact on the decision (Table 5,4), The most

important factor vas the desire to improve the internal system of

opevation (reported by 71.4 per cent of the bank). This was

followed by the desire to freeze or reduce cost (63.9 per cent)

and improve management operations. (57,1 per cent). In the

present study, a similarly oriented question was directed toward

the importance attached to various items at the time the decision

TABLE .4

FACTORS INFLUENCING THE DECISION TO AUTOMATE

(Banks Size $10-49 million, N-133)

I Factors Percentas* of Total Resooses to Fact

.1... Factor Factor Factor Response Total

Improve Internal System 71.43 18.80 4.51 5.26 100.0

Freeze or Reduce Operating Costs 63.91 25.56 3.76 6.77 100.0

Improve Management Reports 57.14 27.82 6.77 8.27 100.0

Increase Flexibility in
Handling New Business 42.86 38.35 9.77 9.02 100.0

Enable Bank to Offer Additional
Services 40.00 36.09 14.29 19.67 100.0

Meet Competition 36.34 37.59 17.29 9.77 100.0

Tighten Audit and Control 21.05 48.85 21.80 8.27 100.0

Source: ABA 1966 Automation Study
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to automtc hjiI be0 4,1, &dered (Tattr 5-5). The aregs of data

processing and information were rated the most important, and such •

items as supplying accurate information, increasing speed of

operations and supplying more infimatin wcrc emphasized.

When the respones of the bank's chief executive were

compared to those of other senior officers, including the senior

operations officers, some statistically !ignificant differences

were found. The senior management was much more concerned with

operational problems than were the banks' presidents. The former

ranked as more important such items as "replacement of obsolete

bookkeeping" (significant statistical difference at a ( 0.05 level),

"need to supply more information" (significant difference at

a < 0.05 level) and "achievement of improved management control over

operations" (at cA < 0.025 level). The presidents' group scored

higher on such items as "meet competition from other banks" or "reduce

labor needs for the bank."

2. EDP Knowledge in the Bank

Most bankers had very little previous knowledge about any

aspect of EDP. Some had read articles about it in trade magazines

or in the general press, and some had visited other banks that use EDP

services, but even these lacked the knowhow needed to evaluate EDP

and to anticipate its impact on the bank. Only in three of the banks

visited were there persons who had received some knowledge about EDP

through previous work in other banks or courses taken in the operation

of EDP. In the remaii;:ng twenty banks the decision process gathered
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momentum without anyone in the bank knowing .t;i about EI)P. Twelve

of the twLnty banks took some action to increase the EDP knowhow among

the bank's staff. As; can be seen in Table 5.6 all of the eight banks

having on-premises facilities had, by the time of the conversion. at

least one management person with scme degree of EDP knowhow. At the

same time, of the five banks using off-premises facilities, three had

no one in the bank with any significant EDP knowhow and had made their

decision based only on information supplied by outsiders. In the case

cf the two banks belonging to a joint venture, once th initial decision

to establish the venture was made, but before details were worked out

or equipment ordered, an EDP expert wL, hired as a manager for the

propos,..d center.

Proposition N.9. 3: a) The managament of snal banks, for the
most part, initiates the decision of usirg or not uing ',
whoether or not there arc people on the ataff who have any
previous F£P knoledqe. b) In banks whare the initiaZ in-
clination is to choose an on-premises m r .ngement there wilZ
be a stronger drive to add people with E.P kflozwdl to the

- __itaff-even before a-final. de')ia i de -,_-e

3. Goals and Expectations

The limited 41 'ial knowhow among management and the pressur,

of operational problems causes management to define the goals of EDP

mainly in operational terms. In Table S.7 twenty of the participating

banks show a reduction or prevenition of operational pcessures an,(

problems to be the main goal of a chang~e to *'P. Only six of the banks

mentioned the expansion of bank services -iong the expected goals,

while the remaining banks did not associate the decision to use EDP

with the expansion of services. Some, however, mentioned it as a

m mm im m m mm im m mI
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long-term undefined possibility seen as a by-product, rather than as

mexpected goal. Four banks, all of them with on-premises equipment,

starod that one of their main goals in converting to EDP was to in-

crease profits by selling cmputer services.

It is interesting to note that the goal of cost reduction

wus mentioned by only three banks, two of which had no plans for

EDP at the time of the study. It seem that once the banks start

to collect information about the possibilities of EDP, they soon

discover that, at best, they might be able to prevent a rise in

cost, but in most cases, the cosx is likely to be even greater.

Thus, the decision of whether or not to convert quickly ceases to

be based solely on cost reduction.

As a consequence of limited EDP knowledge, false expectations

exist regarding the impact which the decision to use EDP will have

on the organization and the information system. Sixteen of the

banks expected that the conversion would effect only one department

in the bank, the bookkeepingdprtment(Table .).- Only-three-of

them expected it would effect the whole organization. In Chapter VI

evidence is presented which shows the conversion actually effects

more than just the bookkeeping department.

An important advantage of the computer is the extremely high

speed with which it processes and summarizes data and produces reports.

Therefore, the introduction of the computer is expected to produce

significant changes in the information system of an organization.

In Section A the desire for additional information was mentioned

as one of the triggering cues. It was surprising, then, to find

that, while fourteen of the banks indicated an expected change in the

information syster, only five of these regarded the actual change
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as a major one bringing considerable improvements to the system

(Table S.8). Of the five banks which did not expect any impact

of the information system. four were banks using or planning to

use off-premises services.

Pvopvoeition No. 4: Moet wiaZZ banks' ame conce'ned, pr-imarity,
with impoenmenta in the bookkeeping department and viw the
infcmsatiox jh~a "* a bypiodiuct ~f e'odrjirtn
a Bankcrs axpect the anputer to have a aignifiwt imupact
only on the department moat effected by ita tntroduction -
the bookkeeping Apartment. b) here exits an expectation
that the c mplter wiZl improve the infozwntion oyetem, al-
though not reessarily causing significant changes.

4. Deciding What to Convert

One of the first decisions management faces is determining

which applications to implement first. In most cases, the decision

is a direct consequence of the operational pressures existing in

the bank. The majority of banks approach the issue by choosing one

application at a tiMe the most ppularbeif -demand-epo"tVAMCout-ng

which, in most banks, accounts for the majority of the paperwork in

the bookkeeping department. Of the nineteen banks, ten decided to

convert demand deposits first and two decided to start with savings

where the main problem is the calculation of interest and preparation

of income tax forms (See Table 5.9). Six of the remaining seven

banks initially laid out plans for the conversion of two applications

at once or one closely following the other. Once the decision

makers chose the specific function, they would proceed to determine

the type of arrangement they preferred and start c-llecting information.



TABLE 5.9

MAKING PLANS FOR CONVERTING APPLICATIONS TO EDP

Number

of Banks

Initially planning one application only -
Demand Deposit 10

Initially planning one application only -
Savings Deposits 2

Initially planning two applications -

Demand and Time Deposits 4

Initially planning two applications -

Demand Deposits and Proof and Trust 2

Initially planning four applications 1

-Pcpoeton-lo.~S W-The approach -take be'okeps - I
deciding which applicationa to convert is done sequentialZy
by pZaning and converting one or two rclated appZicatione
one at a time rather than eeveral at once. b) Pa._iding on
which apptication to impZment firast seen to moat ha.kere
to be a pre-detyined decision, influenced by operational
factors regarding the presente tytem.

S. Available Forms of Automation

The small bank can choose between two major types of EDP

services: on-promises computer services and off-prmises computer

services. The first group includes banks which have their own



equpunt on the b=k prcmises or at a nerhy lbClon. The

computer department is one of the bank's departments, and the

entire cost of operation, equipment and personnel are covered

by the bank regardless of volume, Th# computer itself may be

bought or leased. The second group of off-premises services

has a larger variety of possible arrangements: 1) using another

bank's computer, usually their correspendent's: 2) using a service

bureau; 3) belonging to a joint venture; and 4) using the computer

facilities of the holding company, if the bank is owned by one.

The 1966 ADA automation survey shows that, while slightly

over halt of the total number of responding banks have on..remlsts

equipment, only close to 40 per cent of the banks with deposits of

$10-49 million have their rwn facilities (See Table 5.10). More

banks in this size group (8.66 per cent) belong to joint ventures,

or use service bureaus (13.56 per cenit) than in the total sample

(6.71 per cent and 11.17 per ce t respectively). The big d.kfference

lies in the use of Correspondent bank services where 38.4 per cent

of banks it, the above group use such services compared to only

30.8 per cnt in the total sample. The differences between the

various arrangements are outlined below.

a. Leasing or Purchasing a Computer. Acquiring one's own

computer involves the most complex decisions of all. Management

must consider the problems involved in setting up a new department,

contracting for equipment, and hiring or training people with skills

not common to the banking industry. These exist in addition to the

regular problems facing the decision maker who chooses an off-
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TABLE 5.10

TYPE OF COMPUTER ARRANGBENT USED OR PLANNED TO BE USED BY
BANKS WHIiCH HAVE MADE THEIR DECISION *4i

(Percent of total respondents in group)4!

5Ks Size
All $10-49 jType of Arrangement Banks Million

N-1342 N-S3!

Operate on-premises computer 51.27 39.36

Belong to a joint-venture 6.71 8.66

Use off-premises sorvice 42.03 51.98
a) Correspondent bank 30.85 38.42
b) Service bureau

(including hulding company) 11.17 13.56

Source: ABA 1966 Automation Survey

premises arrangement. Whether or not the bank decides to lease or

purchase the equipment, the decision to use on-premises computers

demands a much higher commitment of resources in people and money.

Most of the bankers who decide to acquire their own coinputers

do so for a negative reason; they do not trust the off-premises

services, especially if they are offered by another bank. In six of

the eight banks that have their own computers, management stated that

they did not seriously consider the possibility of using an outside

service. Four of the six explained that the main reason for such an

attitude was the fear that the larger banks providing the services

would gain too much competitive advantage as a result of being able
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to look at the work processed. The remaining two banks were primarily

concerned that an off-premises service would not be able to give them

enough flexibility and attention. Of the eight banks which do not use

EDtP services at present, five indicated that they are against using

a correspondent bank service btcause they wish to keep certain

information confidential. Similar reactions were given by the two

banks who chose to belong to a joint venture qnd by the one choosing

a service bureau arrangement. All three banks felt that the arrangement

they chose gave them better control of the operation and etiabled

them to prevent information leakage to competitors. Another reason

often mentioned by bankers who object to using the EDP services of

another bank is the fear that customerz will lose respect for a bank

which has to use the processing services of another, especially if

both banks are located in the same town. For that reason two of the

four banks using a correspondent bank's EDP services preferred to use

the facilities of banks located 50-100 miles away although banks

in the same tow fferdompettive services-

Proposition No. 6: There is a ioneiderabe group anong small
bank managers whiah does not trust the EDP servioes offered
by larger banks for: a) fear of revealing eonpetitiva eacret3,
and b) fear of losing their prestige among those customers who
prefer an independent bank.

b. Using a Correspondent Bank Service. Using a correspondent

bank service is probably the simplest form of automation available.

The preparations which the bank must make in order to automate are

minimal and often the correspondent bank stands ready to assist, at

every step, the bank which is automating. In most cases, the

correspondent bank will take programs which it has already had in use
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and apply these in the new bank without modifications or with minimal

ones. flowever, the system which the correspondent bank has developed a

may not be optlusa for the subjcit bank. Yet. in most cases, they

are forced to adopt it. Herein lies one of the potential drawbacks

of using a correspondent service. In a real sense, then, the

ultim.ate effectiveness of the automation will depend on the quality

of the correspondent's service rather than on the bank which is

automatang.

The chief advantage of using a correspondent service is that

the bank which is automating is not required to have a staff member

4ho is familiar in detail with computer programming and systems work,

although such a person is, of course, desirable. Moreover, the bank

benefits from the learning experience of the correspondent and, at the

same time, saves money on personnel. All this assumes, of course, that

the correspondent has developed an effective systems group and some

efficient programs. This is an assumption which is often difficult

to verify; however, a bank can shop around znd compare services

offered by correspondents and come up with some kind of satisfactory

answer.

In recent years more and more large banks with EDP facilities

have launched an aggressive drive to solicit the processing business

of small banks. The larger banks often employ special salesmen who

try to solicit business for the computer department and frequently

offer their services to banks in a radius of up to 300 mile.'. The

transfer of the documents is done by cars, although a few banks use

helicopters or small plane service. It is expected that within a
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few yers the use of remote ontrol late stations will become more

feasible, cost-wise, which should eliminate many of the problems

of the transportation of documents.

There are several reasons why the smal bank, despite Its

reservations, finally decides to use a correspondent bank service.

One important reason mentioned above is the relative simplicity of

the conversion. The small banl uses the programs developed by the

larger bank and can take advantage of the knowhow accumulated.

Another important reason is the long-lasting relationship which often

exists between the small bank and its correspondent. If the small

banker has been satisfied with his past relationship with the

correspondent, he will be tempted to consult it again in new areas

of operation, rather then develop new relationships with a service

bureau, or get involved in the organizational and financial problem

resulting from establishing on premises EDP services.

c. Using Service Bureau. Using a service bureau is

similar in many -espects o- using -- ,correspondent service.-The- -

service bureau has usually developed some competence in working

with other banks and, therefore, has u stock set of canned pro-

grams which it can apply. The service bureau may have the added

advantage of having had more extensive experience in general

computer work than a correspondent bank. On the other hand, one

might argue that the correspondent's experience would be more

relevant and, therefore, better for the bank.

In some areas there are service bureaus which specialize

in banking automation services, and from discussions with bankers



90

around the country, these service buze 'nd to provide better

services than service bureaus where d. roessing in baoks is

only one of seve.., jobs. The major cor.p. it agr,inst the latte;-

group is that they often fail to appreciate the specific requireocnts "

of the banker.

d. Using a Holding Campany Computer Center. This arrangement

may be regarded as a specialized form of the pr eding two arrangements.

In many cases, the bank which is closely held will not have the

option of choosing the nature of its automation program. Typically,

the decision to have a computing center which will service all

companies held by the holding company is made at a high level in the

parent company without consulting individual member companies.

There is, however, a disadvantage in using a holding company

center: most holding company centers have the objective of balancing

the service for all their member companies. Consequently, a given

member bank may discover that his specific needs are not met by the

computer center. Rarely, then, will a holding company center feel

compelled to compete with the nature of the service offered by a

correspondent or a service bureau.

e. Participation in a Joint Venture. The 1967 directory of

bank joint-venture computer centers lists twenty-seven joint ventures

owned by 212 participating banks (including fifty-five savings banks).

The majority of those centers have ten or less participating banks

and, with the exception of one center with a membership of fifty-two

savings banks, average 6.5 banks per center. With the exception of the
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largest center the average size of bank assets represented is $310

million per center, with the average bank assets of the individual

bank being $48 million.

The joint venture was held up for several years as the ideal

solution for the mall bank which cannot afford its own computer but

which desires to get deeply involved in automation. Evidence is

accumulating, however, that joint ventures involve some very tough

problems which in some cases seem to be insurmountable. Not the

least of these problems is the very first task of arriving at an

agreement as to the nature of the joint venture and the degree

of participation of each of the banks involved. Even though the

banks which enter into the joint venture are usually close geograph-

ically, they typically have very different individual circumstances

in terms of the market they pursue and their goals. For example,

one bank may wish to promote time deposits, but may have little

interest in consumer loans, while another bank might be promoting

dAmand-eposits-andat-he-same time Aw heav-ly-- involved in -con-- -

sumer loans. In such a case where the resources which can be committed

to a joint venture are naturally limited, there must be compromises

on the part of each bank. These compromises are sometimes difficvlt

and painful to achieve.

The other outstanding difficulty has to do with the competitive

position of the banks. The joint venture itself is based upon cooper-

ation and the pooling of rescirces. At the same time, however, the

banks which are cooperating are competing. It is extremely difficult

for a member bank to overcome the feelings of propriety which it will
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nuturally feel for a concept or a program which it develops. It is

necessary then to establish some guidelines in the very beginning

of a joint venture which specify who will participate in what pro-

grams and who will foot the bill. The simplest agreement, of course,

would be to have all programs available to all banks, but in cases

where this agreement has been made, it is known that some banks have

been reluctant to develop programs which they desired because they

were unwilling to have the other banks reap the advantages.

In any case, a bank's comitment to the whole process of

automation is greater in a joint venture than in the three other

off-premises forms described. A center must be established, machines

must be purchased or leased, people must be hired to design the pro-

grams and run the machines, and the entire venture must be managed.

6. Choosing the Type of Arrangement

The banks participating in the study were asked to indicate

which service arrangements were considered by the decision makers.

Of the eight banks which chose on-premises arrangements, only one

bank considered at all the use of an off-premises arrangement. Of

the two banks participating in a joint venture, one did not invest-

igate any other arrangement while the other at first considered the

possibility of using the services of a correspondent bamnk. Among

the four banks choosing a correspondent arrangement, two considered

using a service bureau, while the other two did not investigate

alternative possibilities. The bank using the service bureau inquired

briefly about the possibility of using a correspondent but never

progressed enough to solicit a formal proposal.
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Amon the four baoks wrhnc plan to use BDP services within

18 months, two considered only one type of arrangement while the

remaining banks considered two type:t each. Of the total group of
: Li

19 banks, only five gave any consideration to more than one type

of arrangement, but none considered more than two different types.

In the following section the effect of the limited arrangments

considered on the final evaluation and decision are discussed.

Pmopoaition No. 7: Oro of the firet decisions made is in
regard to the type of arrangement to be conesidered. The
decision maker uzmisay prefers one specific type of arrange-
ment and proceeds to colltect information on~y on this
specific type.

C. Collecting the Information - The Feasibility Study

L. The People Involved

Once the initial interest in automation is established,

the bank then proceeds to collect information on the specific

alternatives. While the first serious proposal is, in most

cases, madeby an otside agent, usually a salesman for the

equipment manufacturer or the service provider, the initiative

from there on has to be taken by officers within the bank.

Three main roles which need to be performed can be identified

as follows:

a. Guiding the Decision Process. This role is usually

fulfilled by one of the officers who is most interested in automating

the bank. He is the one who is promoting the idea of automation and

trying to get a positive decision toward automation. As long as there
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is no such person in the bank, the idea of using EDP does not have

a chance to materialize. Usually the person with this role is

directly involved in the deily operation work. In some cases,

though, he might be the president himself, and then the motives

might be influenced by more than just operations.

b. SupportinA the Activity. Unless the perso" who guides

the process is the president of t.,L bank himself, he will need 1 !
support for the idea from the president and other senior officers.

The number of supporters and their roles will depend on the specific

power structure of the bank and the way in which important decisions ,

are made. In banks where the president is the main force behind 4

policy decision, it is essential that he be one of the main supporters

of the idea, especially during the stages of evaluation and final

decisions. At earlier stages, at least the passive support of the

president is needed to allow the person guiding the process to

. proceed with the necessary action.

hba ore policy decisions are made by a group of

senior officers rather than by a single man, passive support of

the majority of the group is needed in the early stages and active

support during the final stages.

c. Collectin the Information. In the small bank with a

limited management staff, this role will often be fulfilled by the

same person(s) guiding the process, In some cases, he may receive

help or delegate part of the job to a junior officer or a supervisor

of operations. Because so few people in the bank understand the

process of automation, those involved in collecting the information
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frequently become the most knowledgeable in the bank on the subject,

and in the final decision stages they can have a significant impact

on the outcomes.

I In Table 5.11 the people who eecute the three roles in the

participating baks are identified. In the banks having no plans

for lWP the main problem was that top management was not willing to

support the idea of automation and, inspite of two of the four

banks in this group having persons at the senior management level

who were interested in automation, 'the dicision process was not

initiated. Only in one bank out of the four has any effort

been made to collect relevant information for the initial stages

of the process.

In the banks where the decision has already been made or

is in an advanced stage of planning, the majority of persons guiding

the process were operations people. In ten such cases it was the

senior operations officer, while in four of them it was a junior

4 -operations- offtcer -1n-al the-baiks where a junior oprations

officer guided the process it was done with the strong support of

the president of the bank. In five of the six banks where the

president guided the process, it was found that he had kept in

close touch with daily operations all along, and his interest in

automation had developed as part of his daily contact with operational

problems. It will be noted that in all but one case the guidance of

the process was associated with a single person rather than a group.

In all but one of nineteen banks where there was support

for investigating the possibilities of automation, the support came

from top management, and in sixteen of the cases, the group of
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supoorters included the president of the bank. Only in one case

did the main support for automation come from the Board of Directors. I
In this sp~cific bank, the supporters aanng the board ambers ware

themselves manufacturers and contractors who were scquainted with

computer operations and who were Interested in having the bank

supply computer services, such as payroll, for their own businesses.

The collection of information and the feasibility study

were, in most cases, left entirely to the operations people, which

involved, in thirteen of the twenty banks, junior officers. In

five banks this job was left almost entirely to the junior officers,

while in three banks the information collection was carried out

by the senior management only.

2. The Feasibility Study

The phase in the decision to convert to EDP that has

-reciv heo-osattenti-n in the literature to date is that

which is concerned with the feasibility study. In almost every

study or textbook dealing with change to automation, a chapter

or section is devoted to the need for, and details of, the

feasibility study, and several reasons are given on why it is so

important. For example:

"Feasibility studies are essential for three reasons.
First, risks resulting from inappropriate or unwise
use of EDP can be reduced by a feasibility study.
Second, a feasibility study will help the firm
avoid the many pitfalls associated with computer
usage. Finally, a firm's feasibility study will
point the way to advantages and benefits (Both
tangible and intangible) through changes in data
processing methods." (Sanders, 1966, p. 50.)



Professor Yavitz in his study of automation in commercial
banking suggests that a sound feasibility study should include

six major tteps.

1. A thorougjh survey should be made of current operating
procedures, volume statistics, policies, personnel
utilization, and relevant costs.

2. New systems should be developed in rough form only,

in no more detail than is needed to determine over-
all equipent requirements and approximate processing
time.

3. Utilizing the second step, broad equipment speci-
fications should be determined and all one-time
costs computed.

4. The econmic feasibility of the new system should
be evaluated on the basis of the first three steps; '
"before" and "after" costs computed and potential

savings projected. It is desirable to be extremely
conservative in this phase of the study.

S. Other-than-tangible cost factors, both pro and con,
should be presented. Both tangible and intangible
benefits should be considered, not only for the
immediate future, but for several years ahead.
Often a period as long as ten years is considered,
using the best available forecasts and estimates
of future operational requirements.

be presented for the full implementation of the new
system. (Yavitz, 1967, Pp. 32-33)

This approach can be summarized in the following steps:

1. Define the objectives

2. Take inventory of the present system with regard to

cost, people, information generated, speed, accuracy

and problems resulting from present system

3. Design a system that will achieve the objectives ard

resolve the problems facing the bank

4. Solicit proposals that will fit the proposed system



S. Ev.aluatb the proposals and the impact of adopting them

from the economic, technical and organizational aspects.

Whilc most writers agree about the necessity of such a

study, evidence is acciulating that many ll firms do not con-

duct a formal feasibility study. In a recent study, it was revesltd

that out of 100 small firms in several industries only 49 have con-

ducted a formal study (Sanders, 1966, p.45), and the figures obtained

in the present study point out an even lower percentage.

It was mentioned in Section A and B that most banks first

decide if and why they are interested in automation, dcvelop

preferences for a specific type of arrangement and only then pro-

ceed to collect the specific information for making the decision.

being a relatively informal organization, the bank rarely formalizes

its objectives during the initial search. The only cases where this

was done were instances when the person guiding the process was a

junior officer and was required to report the developments in writing

to his su p ersamog-te-enior -ofticers.

Due to the minimum amount of EDP knowledge in the small bank,

the people guiding the process or having the responsibility for

collecting the information are not in a position to design the

system most suitable for their organization. Only in two of the

banks was such an effort made. In the first, this was done by a

computer expert who was brought into the bank to establish and

manage the on-premises facilities. In the other case, it was done

by the manager of the Joint venture with the help of a consulting

firm. A proposed system was outlined before proposals from

manufacturers were solicited.
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This leaves the persons involved in the decision process
with two main functions during the information collection phase:

that of taking inventory of the present system, and that of soli-

citing proposals. This could still provide the bank with most of

the benefits of a full-scale feasiblity study, and when aked

about it, each of the ninteen banks indicated thst some data

were collected before a final dncision was made. But closer

observation showed that only three of the banks conducted

what could be considered an organized and formal feasibility study.

a. Evoluatinj one's, own system. Fourteen of the banks

left the initiative of data collection concerning their own oper-

ations to outside salesmen who were interested in selling them

the service or equipment. Whatever information was collected

inside the bank was done in response to a request by an outsider.

As a result, in those fourteen banks, either no records of the

data collected were kept, or they were in the form of same hand-

t-ritttn figures on scattertved -ieces of -papers.

There are several explanations why this is so:

1. Only one bank out of the 23 included in the study

had a cost accounting system, and even there the

system became effective only after the decision

to install a computer was made. Because of the

lack of cost data, it was difficult to establish

the exact cost of segments of the pre-computer

operation system and to determine exactly what

changes would occur as a result of automation.



2. The bankcrs lypicaliy neglected the investigation of

the information system with regard to reports, records

and movement of information. The feeling of most of

the persons rep nnsible for collecting the information

was t..at the bank was small enough for them to know

all the details of the present information system

with.;ut formally writing it down, and the end con-

sequence was that vury little attention was paid

in the final evaluation to the information aspects.

3. The small bank has little recorded information

on the market it is serving and its future prospectives.

The senior officers know their customers well, but

the bank as a whole lacks the ability to make fore-

casts about future growth. The result is that the

needs for automation are often based on tho. present

volumes and conditions rather than on those of the future.

Considering that in on-premises installation, te m

difference between decision and actual conversion is

often over a year, this approach can cause significant

difficulties. In two of the banks where efforts were

made to estimate future growth, the actual growth turved

out to be twice as much as expected, and within six

months of the installation, the need was felt for

equipment with greater capacity.

In part, these difficulties also arise from the special circumstances

under which the information is collected. Regardless of the organi-

zational level of the person responsible for the study, most authorities

are in agreement that there are certain characteristics which he mustII
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possess. According to one source, the most important qualities

%hich the responsible party should have are:

(1) Thorough knowledge of the caupany's poli.cies.
i2) Ability and desire to Wtck to endless details,

and persistence enough to see the job through.
(3) Abilit;, to organize, direct and supervise others.
(4) Knowledgr of accounting systems and records

retention.

(5) Ability to visualize installation requirements.
(6) Knowledge of cost of operating an EDP system.

(Perry, 1963, Pp. 49-SO)

Except 4n the cases where a new person was especially hired to do

the job or a consultant was employed, the peo le responsible for

the information collection did not have the Sufficient knowledge

to do a thorough job. As indicated in Table 5.6, onl/ nine of

the banks hired a person with EDP knowledge to help in the decision

and run the operation. At the same time, only three banks made any

use of an outside cunsultrit, while the rest relied solely on their

own or the supplier's knowledge.

Another difficulty was that in all but one case, the persons

respons ib le-for-the--in format ion-col-l-,ct ion -had -t-o-do-i t in-addition-t-

to their regular duties in the bank and could not devote their full

time or attention to information collection and evaluation.

Proposition No. 8: The use of outside consuZtantaJ ~in data collection and evaluation is almost non-
existent, despite the lack of technical and system

kvowhow among the deoioion makers in the bank.

b. Soliciting Outside Proposals. Service providers and

computer manufacturers are active in trying to solicit customers.

In Table 5.3 it was indicated that in the case of 16 out of 20

banks, the initiation of the automation decision process was

attributed to an agent outside the bank. Yet by the time it



11 3
--- 1*3 --

came to the st 4e of soliciting proposals for final decisions each

bank had only limited numher to choose from, as can be seen in

Table 5.12. en of the fifteen banks had only a single proposal

for consider on and another four had two proposals to chooseI "

from. Only in one case, that of a joint venture, did the decision

makers have a total of five detailed proposals in front of them.i.

Although the average number on contacts with outside suppliers was

4.1 for each bank. in the final stages only an average of two

proposals per bank were considered. This occurred for several

reasons.

1. An early decision having been made by the banks

about the specific type of arrangement they

were interested in. Once such a preference

TABLE 5.12

-NINBER OF-ROPOSALS-SUBMI-TTEDTO IEIANX - 'OR-EVALUATION

Number of

Detailed Proposals
Type of Arrangement Submitted and Considered

N 1 2 3 4 5

On-premises system 8 5 2 1

Off-premises system 5 2 2 1

Joint Venture 2 1 1

Total 15 7 4 2 1

II
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was indicated by the senior management, serious

proposals concerning the service or equipment

I. procedures of other types of arrangements were

discouraged.

. Salesamen's time involved in preparing the proposal.

The development of each proposal, especially for

zhose interested in on-premises arrangements, takes

considerable time and effort on behalf of the sales-

men. Because of the difficulty involved in getting

cost and flow data concerning the conventional system,

many salesmen are willing to spend the time involved

only if they get some encouraging signs from manage-

ment that their proposal has a reasonable chance of

being accepted. This factor becomes less importanL

if the bank is considering the use of a correspondent

bank service for which the proposal is usually much
simpler and shorter.

3. Reluctance of bank officers to spend time supplying

the needed data. Due to :he lack of written records,

most of the information collected by an outsider has

to be done in face-to-face meetings with the operations

people in the bank who are often reluctant to spend any

considerable amount of time dealing with several differ-

ent salesmen.

4. Personal biases Ok the decision makers. The persons

guiding the process and those providing the support

often have personal preferences for a specific proposal.
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In some cases. these biases are revealed only in

the final stage of the decision (to be further

discussed in the following section), but often the

salesmen know about them in an early stage of the

proposal development and decide to drop out of the

race.

c. Field Visits. Visits to existing installations are

very popular and are made by all the people involved in the de-

cision process whether they are in the role of guiding the process,

providing support or collecting information. A few years ago the

trend was to invite the bank representatives to visit an exhibition

center, usually located in a manufacturing plant or sales office.

But the bankers often resented the idea of being shown a demon-

stration and preferred to see the equipment in actual operational

conditions. Therefore, almost all visits today, for bankers

-interested in-on-premises arrangement, are made to installations__ __-

operated by other banks. In the case where an off-premises ser-

vice is considered, visits are arranged to the correspondent bank

or service bureau.

Such visits were arranged in all the participating banks;

and, in most cases, the entire senior management, even those not

directly involved, took part in them. The usefulness of such

visits for anything but impressing the visitors is doubtful. In

a short visit, lasting only a few hours, the person without pre-

vious EDP knowledge has little chance of understanding what is

happening and learning about operational precedures and problems

4
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invo ied. In five of the participating banks, members of the

Board of Directors were also invited to visit EDP installations

and, based.on their short visit, made their decision to approve

p the automation plan.

More useful than the short visits to installations are

the short training periods to which bank representatives are in-

vited even before the bank makes its decision. The programs range

from three days to two weeks, and are offered mainly to the opera-

tions officers in the bank. The person guiding the process will,

in most cases, be invited to at least one such program, if the

salesmen feel there is a possibility that the bank will use an

on-premises arranSement. In such programs, the participants

learn more about the equipment capabilities, problems of conversion,

and development of programs. In several of the banks participating

in the study, the information the bankers accumulated during the

program was all that they knew about EDP, and thus it influenced

their final decision considerably.

Proposition No. 9: The feasibility study in the xalZ

bank is at beat only a partial one concentrating on
the coet aspect and neglecting organixational and
sestem aspects.

Proposition No. L0: The data collection is restrained
by internal oonditions in the bank and resuZta in a
limited nanber of propoaals for final consideration.

D. Evaluation and Making the Decision

Once the people involved in the process feel they have the

information they need to make the decision, the moment of commitment

approaches. By this time, for most bankers, the decision is not
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whether to start using EDP, but ratherwhich specific proposal to

choose. The decision makers know by now what type of arrangment

they are going to use and what will be the first application con-
aI

verted. In those cases where the president's role had been one

of giving support rather than guiding the process, he will, at

this point, usually step in and take an active part in the final

decision. In most cases, the Board of Directors will be advised

on the developments, but they will not be called upon to give

formal approval until after the actual choice has been made by

the management of the bank.

1. On-Premises Arrangement

As indicated in the previous section, the decision maker

might have to choose from one to three different proposals from

equipment suppliers. Of the numerous computer manufacturers on

the market, the five leading ones, IBM4, Burroughs, NCR, G.E.

and RCA supply over 98 per cent of the computers used in banking

(See Table 5.13), with a sixth company, Honeywell, making its

first step in this specialized market. When we consider only

computers suitable for the small banks, the choice is practically

narrowed down to three manufacturers, IBM, Burroughs and NCR,

because the other two mainly offer larger computers which the

small bqnk either cannot afford or does not need. IBM has a

distinct lead among the three and has, for years, supplied over

half of all the computers to the banking industry. Being the

leader in the market, IBM can often offer services that the

other manufacturers find hard to match. This is especially felt
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TALLF 5. 13

CO1MER CONFPIGURATION BANKS USE SY MANUFACTUJRERLS: (in percentage)

banks having Banks having
,Ton premises EDP $10-49 million

1194 58.00% 57.74%

Burroughs 20.03 16.93

NCR 11.79 13.38

G.E. 7.27 8.40

RCA 1.i3 2.36

Others 1.78 1.57

All sizes

* Including banks using off-premise arrangements

SOURCE: ABA, 1966, Automation Survey

in the areas of training facilities, maintenance service and back-

up equipment. IBM also offers the best sales organization, with

trained and experienced salesmen who have a back-up of large sales

offices for preparation of offers and solutions for intermediate

problems. As was described by one bank president:

"We received formal proposals from IBM and
another manufacturer. The salesmen of the other
manufacturer would telephone us once in a while to
find if we had already made our decision. The IBM
people visited us three times a week, explaining the
roposal to various officers in the bank, suggesting
elp in analyzing it and consulting with the officer
responsible for the data collection. They would sug-
gest changes and additions in the proposal, and by
the time the final decision had to be made, all were
in favor of the IM4 proposal."

tI
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But being the largest and most active can sometimes backfire, as

happened in the following two cases. In the first situation, the

president of one hank described the final decision as follows:

"The bank was haunted by salesmen, specifically
from IBM and to a lesser degree from NC2R. but aftera short time, NCR estimated that the bank was too small

for their sy.stem, and therefore, dropped their efforts
to sell them a computer when we asked Burroughs to sub-
sit a proposal, The bank established an operations
committee which was supposed to look into the various
computer proposals. The IBM people met with various
staff people, including branch managers, operations
people and the president and presented their ideas
before this group .... The feeling of the people in
the bank was that all they were getting out of the
meeting was just their evaluation of two sales pitches,
rather than two systems. People in the bank were
leaning toward IBM because IBM had sold the idea that
they were the only one who could provide a similar
service. They also indicated that the area was an
IBM area and the bank could not afford being an island
by itself. I felt resentment towards IDM because I
believed that the service problem was not that much of
an issue....The bank was about to make a decision to
choose IBM when I realized that the other people were
working on the two different sales presentations rather
than two systems. The feeling of the people was that
if you decided IBM, no one would criticize you for
making such a decision even if it is wrong. I pushed
them to reconsider the whole decision. Visits were
organized to various computer installations and the whole
decision was re-evaluated. As a result of the re-evalu-
ation, we decided to choose Burroughs rather than IBM,
although we were the first bank in this area to choose
them."

In the second case, the president summarized it the following way:

"I was very impressed with the IDM organ-
ization, but they also scared me. We don't want
our customer to feel we treat them as numbers, and
don't want to be treated this way by our supplier."

This bank decided finally to choose another supplier although the

president indicated he believed the IBM offer was just as good.

Still, because of its size and services offered, IBM received

the most consideration when the various proposals were considered,

as is seen in Table 5.14.



TABLEI S.14

14EAN CONSIDERATION (IIVEN TO VARIOUS KANUACTURES OFP 1W LMEN

Eight Banks Two Banks
Using Using Two Banks All

On-Premisos Joint Planning Twelve
Equipment Venture To Use EDP Banks

SIHN 7.7 7.1 2.0 7.9

Burroughs 5.4 8.0 6.5 6.0

NCR 4.1 6.7 4.5 4.6

RCA 2.0 3.0 4.0 2.5

GE 1.6 1.0 3.0 1.7

' The following scale was used:

1 2 " 4 s o 7 8 9

not only considered most
considered briefly to some seriously seriously

at all considered degree considered considered

The description of the amount of consideration given to TOM

as compared with other manufacturers varied, depending or the level

of management. Compared to the senior management, the junior manage-

sent in the participating banks felt that 1BM equipment was given

more serious consideration. On the scale employed, the mean response

for junior management was 8.20, compared with 6.82 by senior manage-

sent (a statistically significant difference at a ( .05 level). The

dominant role of IM in the computer market (See Table 5.13), may

have influenced the answers of the junior management group, leading
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them to believe that I1M was considered more than it actually was,

Of the ten banks which made their decision to use FhP equipment on-

premises or in a joint venture, six decided on IDM equipment, three

on Burroughs and one on NCR equipment.

The reasons for the final choice varied among the banks, but

it is important to note that the cost factor was aot the only one con-

sidered or even the most important one. The main reasons for choosing

one type of equipment over another were:

1. Experience with the bookkeeping equipment the bank

used before the arrival of the computer. Three of

the banks preferred to choose the equipment of the

same manufacturer that supplied them their bookkeeping

equipment in the past because they were satisfied with

the service he offered. A fourth bank refused to con-

sider a specific manufacturer because it felt the

experience with the old bookkeeping equipment was

d4isapointinig.

2. Relative strength of the specific manufacturer in

the area. Due to the lack of technical knowledge

of the equipment, many small banks have to make

the choice with insufficient data. Here, the in-

fluence of uncertainty avoidance was strongly felt.

The decision maker will be inclined to choose a

manufacturer of a machine that has already been

used in the area, preferably by another bank, and

about which no complaints were heard. Four of the

banks mentioned this as one of the reasons for their

final choice.

------



3. Previous acquaintance with the specific equipment.

If the person guiding the process or one of the main

supporters had been exposed to the equipment, and

had favorable impressions, he would push for choosing

this type of computer. In one bank, one interviewee

involved in the decision described it as follows:

"We chose IBM after our operations
officer returned from a three-week course

to which he was invited by IBM. He cane
back so impressed that we had no choice."

A similar explanation was given by two other people

interviewed in the same bank. In two other banks,

a specific computer was chosen because one of the

people involved in the final decision had been ex-

posed to the same type of equipment in other banks.

4. Promises of help in installation, programing, and

service. The written proposals of the various mnu-

facturers are usually almost identical in the description

of the services offered to the bank using their

equipment. The difference often *ies in the oral

promises made by the salesmen. All will usually add

additional promises to help, especially ,luring the

conversion time, which were not specified in the

written proposal or contract. Here the personal

trust of the decision maker in the sales represen-

tative, and the image the salessum gives during his

contacts with people in the bank can make a difference

i. the final choice.



5. The specific cost arrangements. Although mentioned

last, it is one of the more important factors as

long as considerable cost differences exist.

2. Off-Prtmises Arrangement

The choice here is simpler than the previous one. The bank

looking for an off-premises arrangement has already, at this stage,

a strong bias toward choosing a specific proposal. The main factor

influencing the decisions are:

1. Previous acquaintance with the service provider. Two of

the four banks choosing a correspondent bank indicated that,

from the beginning, only one offer was seriously considered,

although in one case more were submitted. In both cases,

the service provider was a large correspondent bank which

had helped the subject banks on various occasions in other

matters and. therefore, had a leading place in the race to

_- offer-computer services.__

2. Pre-determined bias against some proposals. It was

mentioned in Section B that many bankers fear their

competition will have an advantage if the :atter

processes their work. Therefore, proposals submitted

by banks in the same competitive area are frequently

eliminated in the final stage. This factor played a

major role in the decision of three of the banks that

had already decided on a specific service and in the

decision of two of those planning to automate within

18 months.



. The reputation the ser. e proiders have established

already providing satisfactory services to other banks

in the area, they will have a distinct advantage over

a new service bureau or bank just starting to sell

such services.

4. Cost of service. While equipment manufacturers will

usually not offer discounts, the off-premises service

provider will often do so to meet a competitor's offer.

Therefore, there will be little price differential

among the various offers, and price will not be a

major factor in the final phases of the decision.

Other factors, such as the type of reports to be supplied and help

in the conversion are sometimes discussed, but they play only a

secondary role in the final decision.

3. Joint Venture Arrangement

A bank facing the decision to join a cooperative effort faces

two different decisions at this stage. The first and most important

is the decision of whether or not to join the other banks and participate

in the venture. A positive answer may mean a large commitment of

capital, as well as an adjustment of management philosophy, as dependence

on decisions made by several banks must be substituted for independent

action. In both joint ventures participating in this study, there w(- !

banks that decided at this stage not to join because they didn't feel

ready to commit themselves to the special requirement of a joint venture.

This left the remaining banks with a decision of whether to continue, at



together. In both ases the participatlng banks found thenselves

at ti.is stage ;o committed to the idea of using EDP through a

joint venture that they decided to stay in.

The Fecond decision is the choice of the specific equipment.

This is handled in a similar way to that of banks deciding on on-

premises arrangements.

4. [ho Makes the Final Choice

In Section C, three different roles in the decision process

were identified; the guiding of the process, the providing of support

and tie collection of information. All three roles were performed by

members of the staff who favor the idea of automation. A fourth role

can now be identified, the role of opposers to automation among senior

management. Of the 19 banks which had already made their decisions,

only four indicated that there was some degree of opposition to the use

of computer services among senior management. In all four cases, the

opposition came from officers who were not directly connected with

operation and who were minimally involved in the decision process up to

the final stage of decision. Three of them were in banks that decided

to get on-premises equipment and, in all three cases, the opposers

F Ibelieved the bank was too small to get its own equipmnent and that the

proiect would be too co,1lv for the bank. In " . iih

lOpposition among other members of the staff usually becomes evident
only after the decision was made and will be discussed in Chapters
VI and VIII.

II
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u.isi~'n presented was the use of a correspondent bank service and

opposition grew on the previously mentioned ground that the bank

would lose the confidence of the customers.

In two of the cases, the opposition was strong and influential

enough to postpone the final decision for six to eight months, but the

final decision was not changed in any of the cases from the one favored

by the person guiding the decision process.

As mentioned earlier the final decision is made by management

rather than by the Board of Directors. Only in one case out of

fifteen did the Board of Directors sho-i enough opposition to the

decision presented by the management to cause the postponement of

the conversion for three months. When more data were presented to

the Board, it approved the decision.

Li In most cases the person guiding the process favors a

specific proposal and presents xhis specific one only. In eight

out of the fifteen banks that made their decision, only one proposal

was brought for final approval, although in several of-them information

was collected on more than one proposal.

During the information collection phase, the junior officers

involved in the process often accumulate the most knowhow in the

bank with regard to the data. Yet the decision is made by the

senior management and depends mainly on the way the information

is presented to them. In two banks where junior officers were

heavily involved in the collection of information, they felt that

the information presented for the final decision was misleading

and that a different type of arrangement should be considered. But in

I



,s t v, er i~a;, tuld that the ,ere not conswited
in tho" final stage I did the), take the initiative to present

their opinions.

- . The finat choice of a specific
pmrposal fromk among several preeonting similar costedepends on personal preference and non-ecoyomic ortechvlogical factors. b; The final decision is a
biased one. (See p. 16).

Proposition No. 12: When the moment o: eectina a pro-
posal arrives, the decis on maker depends on the format inwhich the proposal is presented by the person guiding theprocess, and will apply the rules of minimum search and
uncertainty avoidance in making his decision (See p.jLj_)

A',
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VI. EXECUTING THE DECISION

Once the decisions of choosing a specific proposal and

launching an automation program have been made, the bank must plan

and execute the conversion to EDP. Up to this stage the involvement

was generally limited to the senior management of the bank, the

operations officers and the supervisors. Other employees usually

learned that automation had been considered for the bank only

through rumors or private discussions with those involved. Executing

the decision calls for a more active role on the behalf of most

employees, and in this chapter their involvement in the conversion

will be discussed.

The first section in this chapter deals with the planning of

the conversion, and reviews the subjects that were neglected during

the decision process and the steps taken during the planning phase.

The second section reviews the execution of the conversion, the

problems that develop and their cause. In the final section of the

chapter the bank's evaluation of the decision process and execution

is presented, with an emphasis on the impact different evaluations

have on further utilization of EDP systems in the bank.

A. What is Involved

Many of the bank officers involved in the decision process

believe that once the decision to choose a certain proposal has

been made, the whole issue of conversion becomes an operational

118



problem which should be left to the people directly involved,

mainly the operations officers. Due to the way the decision

process was handled in most banks, the people responsible for

the conversion often discovered that some issues which are

essential for a successful conversion were left unanswered.

Several of them, when interviewed, considered the decision

process, up to this point, as the easier part of the change 4
compared to what had to be done during the planning and

execution of the change.

Typical topics which were hardly touched by the decision

makers until after the decision had been made were:

1. Resistance to changes from three different groups:

management not directly involved in the decision

process, non-management employees, and finally

customers. The questions included under the

tipic of resistance to change are: a) why does

it develop; b) what forms does it take; and c)

what is the best way to deal with it.

2. Need for training in the bank. It was emphasized

several times in Chapter V that the small bank suf-

fers from lack of knowledge of the technical and

operational aspects of EDP. For those banks that

use an off-premises arrangement the need for technical

knowledge declines, somewhat, once the decsion has been

* v-dv, as the scrvice provider takes care of most of the

equipment problems. On the other hand, for the banks

moving in the direction of on-premises computer, the needi

for technical EDP skills increases once the planning

starts. In all cases there exists the need for opera-

m m i m m m mm m m



tional training of those employees whose jobs will be

effected by the conversion.

3. Studying the organization. Because of the fact that

during the decision process only limited effort was

put into the investigation of the existing process,

the person(s) responsible for the conversion has

to collect information on the existing system before

he proceeds to the planning of the change. A detailed

analysis of current operations indicating the flow

of information from its entrance intb the system to

its final disposition has to take place. The sources

of data, where and how they can be obtained, have to be

determined as well as who is going to be effected.

Although membGrs of the staff know all this information,

putting it on paper for conversion purposes car takeLi
considerable time.

4. Ti onmitment on behalfOfmnigAnt ind employees....

Regardless of the form of automation chosen, the con-

version planning and execution require considerable

amounts of tim3, especially on the part of the operations

I e. IPurY' The decision process the p.opis involved

usually continued with their regular daily activities in

the bank. Once the decision was made those directly

involved found that the demand on their time increased

steadily and uAless they devoted all their time to the

conversion, the process would suffer during the execution

of the conversion.

Each of the four areas is discussed below.
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Einployee resistance to change is generally considered to

exist in every organization, and is an important inhibiting factor

in the adoption of technological change. Professors Mann and Hoffman

believe that most technological changes involve a cyclical process

which runs as follows:

(1) "The human problems are rarely recognized by
the top executives until the change procedure
has begun.

(2) During this initial period certain groups and
individuals begin to express misgivings about
the new functions they will be expected to
perform.

(3) Faced with this problem of human resistance,
the changers assume that insufficient under-
standing is the cause, and the emphasis shifts
from technical problems to ways of increasing
the flow of information to those involved in
the change.

(4) With the personnel problems diminished through
increased communication and participation, the
changers once again turn their attention to
technical areas only to have personnel problems
cemrgo once again. -And so -the process -goes,"
(Mann and Hoffman, 1960, Pp. 194-195)

In many respects most of the banks followed a similar cycle

during the period of planning and executing the conversion. In most

of the banks the degree of T(,sLance to change was described as

minimal at the employees level and was only a secondary Issue

among management. But ol the fifteen banks which executed the

decision, twelve reported sonic degree of resistance (See Table 6.1),

In eleven of the banks the resistance involved management people, while

in six of them, employees were involved. It is important to note that

'I



TABLE 6.1

NUMBER OF BANKS WHERE RESISTANCE WAS FELT DURING THE CHANCE TO EDP

Management

Employees Management and No
Resistance Resistance Employees Expressed

Type of Bank N Only Only Resistance Resistance

Using on-premises EDP 8 -

Using off-premises EDP S 1 2

Belonging to a joint venture 2 11

Total 15 1 5 6 3

in every bank it was made clear to all employees that even if jobs

were eliminated as a result of the conversioi., no one would be fired

or laid-off. Thus, an important cause for resistance was eliminated

from the start. In one bank, however, during the early stages of

-information collection one of the people involved in the process

mentioned during a lunch break that if the computer were used many

jobs would be eliminated. According to the president cf the bank,

rumors started and many employees became restless. The rumors

spread to other banks in the area and finally reached the president

of the subject bank through another banker, tie had to call a meeting

of all employees to promise that regardless of the decision made about

the computer no one would lose his job.

a. Causes for Resistance. In the banks where resistance

occurred, it was attributed to three major factors: the lack of

Information among the employees not involved in the process;



resistance to learning new operation methods, and new techniques;

and the fear of losing prestige and power in the structure.

Many writers have warned about the importance of providing

information about the change. Statements such as "being in on ....

company information is also a high area in fulfillment of needs

of personnel in lower management," (Porter, 1961, p. 18) or,

"Resistance can be expected if the nature of the change is not

made clear to the people who are going to be influenced by the

change" (Zander, 1950, p. 10) appear in almost every article or

hook dealing with change. It was surprising, therefore, to discover

how little information was furnished to employees during thL process.

Only in one bank were the employees given formal notice before the

decision was made about the possibility of automation. In over

half of the banks, the post-decision information supplied to

employees was limited to the technical aspects of the conversion

and lacked an explanation describing the impact on the bank as a
whole. In most banks, whenever information was given out to the

employees, it was done through the initiative of the person(s)

responsible for the conversion in response to a specific problem

rather than as part of planned I:olicy by top management.

The second cause was even more evident in the banks visited.

The conversion to Et)1' means that the employees must get adjusted

to changes in input forms, new methods of processing material, and

new forms of output. The most significant change is in the area of

customers' records. Whereas information used to be posted on ledger

sheets, with one sheet for each customer, as a result of EDP, items

are now posted in a daily journal. If more than information on the

latest balance is aought for a specific customer, the employee must
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go back to previous journals. This can be inconvenient when a

specific transaction has to be investigated.

Lmployees in the bookkeeping department were the otost

affected as some of them had to move into new jobs, or adjust

to new working conditions. Complaints were especially heard

from the old-time employees, who had spent all their working

lives using the same system.

There were fewer cases where fears of losing authority,

power or prestige caused resistance. But in the five banks

where such resistance was evident, considerable problems erupted

in the execution of the conversion. In three of the five banks

in which on-premises EDP was installed, the head of bookkeeping

or the officer responsible for operations felt that his job had

been taken over by the person in charge of the computer who was,

in every case, younger and newer in the bank. In two of them,

the head of bookkeeping finally resigned from the bank, while in

the third, the operations officer was, for all practical reasons, i

by-passed and, instead, the computer man dealt directly with the

senior vice-president. In two of the banks, the objection came

from the branch people who were afraid of the centralization features

of automation. One bank combatted the resistance by final.y putting

the branch managers on the planning committee for conversion.

In all five banks, where the third type of resistance ex-

isted, top management, i.e. the president or senior vice-president,

had to become involved before the problems were solved.

b. Forms of Resistance. In the banks reporting resistance,

various forms of it were evident.
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a. Insotfficient attention given to preparation of inputs for

the computer which resulted ir errors and delays. This was

the most prevalent complaint by the operation people

Iresponsible for the conversion. Although it might have

been caused also by insufficient or ineffective training,

several of the officers interviewed attributed it to

resistance rather than training.

b. In-shop complaints accusing the computer of making

mistakes or of not performing the jobs prorrised. The

complaints were circulated among the employees concerned

andin some cases, were also expresse6 to top management.

In the former case, it worked mainly to reduce morale,

while in the latter, in at least two banks, it caused

Ienough concern that top management made inquiries among

the computer people.

c. Ignorirg the computer output. This form of resistance

~-was attributed mainly to management personnel, whose -

resi,.ance was more passive in nature. Those taking

this attitude preferred to use the old sources of

information and would consult computer output only

twhen forced by circumstances.

A fourth form of resistance, that of .omplaining to customers

about the usefulness of the computer, was reported in large banks,I

but was not evident in most of the small banks. The employees of the

I *small banks preferred to direct their dissatisfaction internally

rather than externally. One explanation might be found in the

Unpublished study of a large metropolitan bank by Vaughan 6 Porat, 19b6.

I
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family type reiationship within the smaller bank, (See Chapter III)

where the employees feel greater loyalty to the organization and

prefer to solve their problems within the organization, giving the

customers an image of a single unit.

Proposition No. 13: a) Resistance to EDP change in
most banks is sharply reduced due to the no-layoff-
due-to-technology policy which is almost unanimously
adopted. b) Eployees generally are not formally
and systematically informed about the automation
program. c) Resistance due to change of distribution
of authority and responsibility is the most difficult
to overcome and requires action by top management.
d) Othev problems of resistance are usually handled
informaZly at the operations level rather than forma'7.y
at top management level.

c. Customer Resistance. The move toward automation had

two major effects on customers. The first was that accounts were

numbered for identification purposes instead of using the name of

the account as an identifying device. The second was the introduction

of encoded checks and deposit slips which could be used only for the

specific account bearing the encoded number on the check or deposit

slip. In the early days of automation, many customers were dissatisfied

with those two innovations, especially the second one. Together with

early programming pvoblems in some banks, the two changes caused an

undetermined number of customers to move from automated banks to non-

automated ones.

In the last couple of years, this form of customer resistance

almost disappeared. Bankers will still mention cases of a few stubborn

customers who refuse to use encoded checks or deposit slips, but it has

ceased to be a serious problem for banks. Only in one bank did

customers' resistance become a serious problem when the bank changed

the form of the monthly statement from a detailed one to one listing

only the beginning and end balances and number of transactions, often
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J called the "Bob Tail" statement. The bank was located in a small town

where the two other banks kept using a full statement, and because of

customers' objections and transfer of accounts to rival banks, the

bank had to return within six months to the use of the full statement.

Proposition No. 14: As long as the form of reports
to customers and accuracy of reports are not drastic-
aZly changed, customer resistance can be expected to be
minimal. The conversion can therefore be considered
as an internal affair having little impact in the short-run on customer relations.

12. Training for EDP

Following the decision to use a given arrangement, the need

for various types of training and education arises in the bank. The

need for training varies with the level of the employee, his job in

the bank and the specific arrangement chosen. There are, however,

certain training issues which are common to all banks deciding to

automate. They can be divided into two separate areas. The first

is genera knowledge of what the computer is doing and what it can

do for the bank- and the second is training in those aspects of the

person's job which will be effected by the conversion.

I In a recent study (Table 6.2) 396 bank officers in banks

which converted to EDP were asked what types of training would be

most useful at various levels in the bank. Their opinions were

that at the management level, general understanding of computer

capabilities is most important and this was closely followed by

the need to learn how to read and interpret computer output. On

the clerical level, training in preparation of input for the computer

was described as most needed and was followed by the need tc, learn to

read and interpret computer output. The supervisors, who usually

4
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are the first to receive output from the computer before it is further

distributed up or down the organizational hierarchy ind icated the most

needed training to be the interpretation of output followed by training

in order to understand the capabilities of the computer and training

in preparation of input.

Although the above results indicate that the desire for

training exists, very little was actually done in the banks. Especially

lacking was the training in those banks using off-premises services.

In none of the five banks in this group was any formal training program

conducted. The closest thing to training was the explanation of the

new output forms to the supervisors and tellers, and the preparation of

input to those directly effected. No training or briefing was given

regarding the capabilities of the computer or its information aspects.

In the two banks belonging to a joint venture, the computer center

managers took the initative to visit the participating banks and

explain the basic features In the system. But only in one of the two

-we&m ai the officers required to attend those meetings.

In banks using on-premises services, a certain amount of

training was required and given in the computer department. This

training was technical in nature and directed toward non-management

employees in areas such as keypunching and input preparation. Many

of the banks in this group tried to rely on existing employees to staff

the new computer department. All of them offered aptitude tests

to those employees interested in learning about EDP, and those scoring

the highest were given on-the-job training or were asked to attend

EDP nighL cArscs given by local chapters of the professional

associations. In two of the banks this effort to utilize "in house"

resources had serious consequences for the bank, for the people chosen
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proved to be incapable of doing the job, and the success of the

conversion was in doubt until an outsider was brought in to manage

the computer center. As was the case of the banks using off-

premises services, none of the banks in this group made any effort to

train or educate management people in the use cf information and

reports. A typical description of these situations was given by

one computer manager who was brought from the outside to run the

center.

"I feel that the people in the bank do not know
how to use the computer reports, or what they are sup-
posed to request from me. I know of several reports
that would be useful to the people on the floor but
they never ask for it, and I am not going to push it
down to them."

In another bank using off-promises computers, the cashier

suumarized the situation.

"We do not have anyone (at middle or top officer
level) who has had experience with computers or knows
how to use them. We surely could use such an officer,
but I don't suppose it will happen in the near future."

The main reason for not having sufficlent training is-not _L _

because of the lack of places to get such knowledge. It is more

a result of the lack of consideration given to the subject by the

decision makers and top management, and the lack of understanding

of the import*-,:e of the issue.

Proposition No. U: a) Training and eduoational
programs in EDP receive only minor attention from
the dsosion makers; b) It isa imited to solving
teohnioal-operationat problems rather than inoraaeing
the understanding and tilisation of the oomputer in
the bak.
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3. Studying the Organization

The person(s) planning the conversion should aim to achieve

a combination of several goals. One is to utilize the conversion

period for executing those changes which will be of most value in

increasing efficiency and reducing cost. A second is to minimize

those changes that might arouse resistance from employees, The

third is to plan a conversion which can be executed as smoothly

as possible with minimum negative effects. In each conversion

the ideal plan to achieve thC optimun combination of goals might

vary depending on local circumstances. Yet, in every case a

chreful mapping of how the present system looks, how the converted

system will look and what changes aro necessary will help con-

siderably in achieving those goals.

The following are sonie of the items for which information

is neededi

1. The reports and output received under the old ty-tem

and those requested from the computer.

2. The forms used for rocoruing Information and trans-

actions and preparing inputs for the processing unit.

3. The volumes of data flow at varilus periods of' time.

4. The routing of data flow,

5. Roles of the various employees Involved In the pro~oss,

the functions they fulfill, the skills they need under

the old system and those needed under the automated

system.

6. The time factor Involved in various phases of the process,

such as reports due, statements cycling, etc.
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7. The supplies on hand and those needed for the conversion

and post-conversion periods.

8. The types of equipment to be eliminated, changed, or

added as a result of the conversion.

9. Cost of the conversion plan and execution.

10. Responsibility of management and non-management employees

under the old system, during the conversion and once the

system is automated.

In the four banks using a correspondent bank service, the

data collection on the above items was carried out under the in-

structions of the service provider. The role of the subject bank

became a relatively passive one, that of supplying the information

and following the instructions of the service provider. The only

difficulty mentioned was that certain types of information were not

readily available, making it difficult for the planner who had to

work without them.

__-For theeaghtbanks using on-premises arrangements, the ..

Information collection became more involved and problematical.

The people responsible had to design their own system, and even where

help was received from the equipment manufacturers, the burden fell

mainly on the people inside the bank. In three of the banks where

new people were hired to execute the conversion and manage the new

facilities, some difficulties in obtaining all the neceNssry data

were expressed. In four of the banks the people responsible stated

that information collection was, at this phase, lacking and, as such,

had caused inefficiencies during the conversion period. The inability

to do a good Job in studying one's own organization was explained by

the inexperience of the porson(s) responsible for the Job, the time
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pressure under which the conversion was planned and, finally, the lack

of understanding of what the now system was supposed to achieve,

4. Commitment of Resources and Time

The length of time between the decision to use ftP and the

first zuccoaful run on the computer depends on several factors:

1. The type of arrangement chosen by the bank.

2. 'rh need felt among the decision makers in the
banks as to when computer Aervices are needed.

3. The amount of reaourco; in money and people In-

vested in the conversion proces%,

From Table 6.3 we note that the average length of time

needed for executing the decision was shortest in the bank using

an off-premisos arrangement, It %,iuld be noted that the bank

that converted within a month and a half after the decision ran

into considerable problems and had to convert the sane function

TABLIJ 6, 3

LUNOI'I OF TIME iETWiEN THE FINAL DECISION

TO AUTOMATE AND TilE FIRST CONVLSION

Average
Length Range

Type of bank N in Month in Months

On-promiise EDP a 13,2 ,,. I . 17,

Off-premises UlVP 5 3,8 1.5 5 .0

Joint Venture 2 10,5 8,0 - 13.0

Total 15 8.7 1 - - 17.0



134

twice.2 But the remaining four banks had only minor problems

during the conversion which were not attributed to the time

element. 'rhe main reason being that in the four cases the

service provider had considerable experience in converting.

other banks, and unexpected problems were minimal.

In comparison it took the banks using oin-premises

arrangements an average of 13.2 months to achieve the first

successful run. The main reason was the time required for

supplying the equipment from the manufacturer, as the average

length of time bumwoeon the arrival of the equipment and the "irst

run was close to three months.

During the period between the decision and the conversion,

at least one person in the bank had to spend all his time on

conversion planning and preparation. It most of the banks additional

people were involved full or part-time, In the banks having their

own computors, an average team of throe people was involved in the

preparation for the computer, while in the hunks using off-promises

arrangements the average was 1.5 persons,

This demand on the time of their employeeos caused, in

several banks, complaint8 from top management and the operttiona

people. The nature of bank operations is auch that most of the

work has to be done on a daily bhasil and cannot he pustponed for

longer periods, and the removal of' key operatians people from the

daily operations caused pressure on other €,nployeen and management.

2See Pp. 141-143
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S. Who is Responsible for the Conversion?

At the beginning of the chapter it was indicated that in

many of the banks the senior decision makers considered their job3

complete once they had chosen a specific arrangement. At this point,

they felt, the problem becomes an operational one and should be

handled by the opeiations people. This attitude opposes the one

taken by many management consultants and experts in the field.

In a study by McKinsey and Company of 27 large firms, one of the

major conclusions was that "computer-systems success is more heavily

dependent on executive leadership than on any other factor. No

company achieved above-average results without the active partici-

pation of management." (Garrity, 1963, p. 13)

In six out of the ten banks in the present study, the planning

of thv conversion was done by a junior officer, and only in two cases

by a senior officer (Table 6.4). In nine of the fifteen banks, the major

responsibility for planning or coordinating the conversion was removed

from the person guiding the process prior to the decision, and trans-

forred to persons at a lower level or to newly hired people who were

EDP experts but lacked familiarity with the bank.

All four banks that decided to use a correspondent bank

computer left the entire planning to the representative of the

service provider, and had only a liaison man in the bank to

coordinate the activities.

In all but two banks the planning and responsibility of

execution was the work of a single person in the bank (Table b.4).

Only In two banks was a committee formed to plan the conversion.

|I
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Proposition No. 16: The use of outside help durinq the
conversion period is limited to help and advice received
from the serv ice or oquipment supplier. No effort is made
-to recruit any other help or advice.

Proposition No. Z7: The planning and execution of the
conversion is perceived as an operational problem.
Senior management, oucside the operation department,
FlaOs a passive role during this period.

B. The Conversion Period

1. Possible Approaches to the Conversion Problem

Mhen a conversion is planned, a number of decisions have to

be made with respect to the approach taken in executing the conversion.

Several of these decisions are common to all banks, regardless of

what type of arrangement is used, while others are directly related

to the specific arrangement chosen.

Those decisions common to all banks include following

questions:

- -a) -Should an exact time table und step-by-step conversion

nan be outlined or should the problems be approached

one at a time, moving to a next step only if the

previous one is satisfactory, with no time constraint?

b) Should the conversion of a given application be done

in sections or should the whole function be converted

at once.

c) Should there be a parallel run of the old system until

the new system runs smoothly, or should the conventional

system be dropped at the time the new system starts

operating?
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d) Should more than one function be planned for conversion

at the same time?

In banks using on-premises EDP or belonging to a joint venture the

following questions arise:

e) For a given function should the center utilize

existing systems and programs (canned programs)

or should it write new programs based on its

own needs?

In banks belonging to a joint venture one further question arises:

f) Should all the banks belonging to the center convert

a given function at the same time, and if not, in

what order and over what period of time?

Some of the above questions were already covered in earlier

sections and will be mentioned here only briefly; others will be

discussed in more detail below.

a. Detailed plan or the "stepping-stone" approach. Only

in rare cases was any specific time table discussed during the

decision period. In some cases a general idea of the dates for

conversion was given, but in others the decision to automate was

more of an approval of the idea and the specific arrangement

rather than an approval of a plan and a timetable. For the banks

ordering on-premises equipment, the date of conversion is often

determined by the delivery date of the equipment, while by those

using off-premises service it is often determined by the service

provider.

Although it would be expected that a detailed timetable

would be set, in order to avoid the cost involved in keeping

idle equipment, over half of the banks preferred not to establish
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such a timetable, or to feel committed to one even if it was estab-

lished. This was especially true among the banks that decided to

convert in sections, determining the conversion date for each

section only after the conversion of the previous section was

successfully completed.

b. Converting by sections or all at once. Both approaches

have their advantages and disadvantages. When a bank chooses to

convert a given function by sections, the possibility of "bugs" in

the program effecting the daily operations is limited to only part

of the accounts involved. Another advantage of this approach is

that the staff involved learns as it moves along with the conversion

and can improve the system throughout the conversion. The disadvantage

is that operations of a given function are separated into two systems

which require two different staffs, causing problems similar to the one

evident when a parallel run is used.

Of the 15 banks, eight chose to convert a given function at

once, while of the remainingseven, four conperved-Lthe-first -func--ion

by sections according to the ledger books and three converted by

applying it to one branch at a time. No significant difference in the

success of a conversion could be attributed to the approach taken

by the banks.

c. The use of parallel run. The parallel run of the old and

new systems is used to check the new system for errors and the old

system can be utilized as a back-up if difficulties develop in the

automated one. There are two major disadvantages for using a parallel

run. One is that each item or document has to be processed twice.
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This puts a time and resources pressure on the bank, especially if

the conversion is of demand deposits where output is needed overnight.

The second is the problem of balancing the outputs of the two systems !

for comparison purposes.

Seven of the banks did not use any parallel run, while of the

remaining eight banks which tried to utilize it, three had to drop it

within a short time because of the difficulties mentioned above. It

was generally agreed among the bankers that the utility of a parallel

run for more than an initial check of the output is doubtful at best.

d. How many functions to convert at once. As was mentioned

in Chapter V, most banks make an automation plan for only one function

at a time. Of the seven banks which decided initially to convert

more than one application, six started to plan the conversion of the

second application only after they felt the first was running success-

fully. Only in one of the banks were the two applications converted

_ _ _ - -simultaneously-and-oithe-adiceofthe orrespondent bank providing

the service.

e. Usage of "canned" systems and programs. This question

applies only to banks using on-premises EDP or belonging to a joint

venture. None of the ten banks in these groups used exclusively

canned programs, although four of them modified existing programs

for their own use. Six of the banks started their system design

almost from scratch. They believed their problems to be different

from those for which the canned programs were written, and that it

would take too much time and effort to modify the existing programs.

All of the banks had started their programming efforts before

the equipment itself had arrived, but only one had completed and tested

the programs on someone else's EDP before the installation of its own
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equipment. This bank was ready to convert as soon as it received

Ii the computer. The writing of one's own programs proved to require

considerable time, always more than was originally anticipated. At

the same time it helped the people directly involved to study the 9

new system and its use.

f. Which bank to convert first. In both banks belonging

to a joint venture, the conversion of individual banks was done one

at a time, and in both cases the bank closest to the computer center,

geographically, was the first to be converted. As it turned out,

every bank in the two groups was willing to give another bank the

honor of the first conversion and that of cleaning the "bugs" from

the program. While lengthy discussions might be spent on determining

the order, its impact was not considered by the banks to be of major

importance.

2. What Goes Wrong in a Conversion and Why

In -several -of the participating banks, problems developed

during the actual conversion. In most of them, the problems were

related to the inexperience of the employees of the bank in pre-

paring the input for the computer rather than to the system itself.

While in three of the banks it took several weeks to overcome such

problems, in most of the others it was solved within a few days.

Two of the banks experienced much more serious problems

and one of the two cases is described below in order to outline

some of the mistakes made before the conversion started.

The bank which decided to use a new service bureau attempted

the first conversion only 45 days after the decision was made. Planning

,!

4m m
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the conversion was left to a supervisor hired during the decision

period specifically for the purpose of supervising the automated

functions in the bank. The following interview quotes explain

what happened.

The auditor of the bank gave the following details:

"We tried to convert all the accounts at once
at the close of a business day in the middle of the week.
And the next morning, after working all night, we dis-
covered we would never be able to do it. We discovered
we didn't have the appropriate forms set up and were miss.
ing the appropriatc information to do such a conversion.
Our biggest discovery was that our ledger accounts were
not numbered, and we had first to number them, and then
plan the conversion. We had to tell the executive vice-
president in the morning that we couldn't do it."

The executive vice-president who, like the auditor, had no

previous EDP experience explained:

"The conversion was planned by the supervisor
of demand deposits, the cashier and the auditor of the
bank. I saw myself responsible for the conversion but
the work was done by my subordinates rather than by me.

"The first time that we tried to convert was on
a Wednesday afternoon, and it did not work because we had
too short time to complete the conversion. The second-

--- time, we tried to convert on a Friday afternoon which gave
us a whole weekend to get the bugs out of the operation.
And, the second time we still had a lot of problems which
resulted in about 40 per cent rejects, which made it almost
impossible to use the computer. For about a week we were
not able to return anyone's checks even if it was not paid
for, because we feared it might be our mistake rather than
an unpaid balance. This was the time when many in the bank
suggested dropping automation altogether. But I suggested
measures to move to self-posting on-premises and sent
it to the computer center afterwards (parallel run).
It helped to reduce the percentage of rejects to about
five per cent and a few dropped later to only two per
cent. 1"

The bookkeeping supervisor, the only person in the bank

with previous EDP experience, saw it from a different point of view.
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"I was very dissatisfied with the help we received
from the computer center. I feel that was one of the reasons
we had to do the conversion twice. I feel that some of the
problems in the first oonversion were a result of the
initially bad system which the bank operated before the
computer time. I believe that if this system would have been
better there wouldn't have been that many problems in the
conversion."

This interviewee was not sure who the officer responsible

for the conversion was. fie thought it might have been the cashier

but said it was never clarified..

After the first attempt to convert failed, several officers,

including the cashier and the auditor, wanted to return to the manual

system and drop the EDP idea altogether. They claimed that the bank

accounts wore off by $,000, although it turned out that the actual

difference was closer to $100, When the senior management discovered

it was possible to reduce the number of rejects and that the differences

were minimal, they overruled the objections of middle management and

decided to go on with the conversion.

The above quotes and other ovidonce points toward somy ot' he -

mistakes made In this case:

a) The lack of recognized authority at the top level,

which would supervise or closely follow the execution

of the decision,

b) 're inexperience of a new person in the bank who was

not familiar with this bank's operations.

c) Lack of experience of the service provider,

d) Lack of detailed planning of the conversion.

e) Time constraint imposed by the short span of time

between making the decision until the first conversion,
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3
C, Post Evaluation of the Process

None of the banks visited conducted afy formal pott-evauation

of the decision process or of the results achieved. Therefore, It was

necessary to rely on opinions of Individuals in arriving at the hankers'

evaluatlon of their own decision.

Most critical were the officers in banks moving toward on-

premises arrangement. Only in one out of eight banks did the officers

interviewed state that they would have done the same if they had to

repeat the decision. The major criticism was that not enough time

and resources were allocated to the pre-docision investigation and

conversion planning. In four of the eight, the people directly

involved emphasized that, basod on the experience they gainod, thoy

would advise others to move much slower. In two other banks serious

doubts werm voiced about it being the right decision to get their own

equ pmenrt. The senior operations officer in one of those banks put _ -

it this way:

"If I had to start it all over again, I believe I
would have boen much more cautious and not rush into our
own computer operation. I would first survey the area and
discuss with other bankers in the area the possibility of a
joint venture or some other concentration of effort# in EDP.
We imposed too much burden on ourselves by having our own
computer."

3This section summarizes the post-evaluation as reflected by the bankers
themselves. Chapter ViII will include evaluation of the results and will
relate the a to ahe behavioral concepts and the hypothesis discussed in
Chapters I and I.
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A Junior officer in the same bank further expressed his

opinions on who should get their own computer.

"...unless you have the money to support a prugram-

ming staff and systems staff the computer operationm in not
a big money saving proposition, Of course. you need to be
of a certain size before you can afford having such a staff
aid we aire too sull,...I Sany coar.0 the people (employees)
would tell the customer the computer made a mistake not
understanding that the reason it fuiled is because of op-
erationi foeding in If @rreot input,"

Other criticism was directed toward the education and support

dolicitod during the decision and Lonvvrsion periods. Several oper-

ations poople said that as a result of not enough attention given to

this subJect,they had dif'f iculties utiliz In IMP in the best possible

way, A% oric IMP manager put it.

"Our experience to date was not tot) pleasing.
W' moved too quickly and the procsi lhvulved a trumendoug
amount of work by key peolole in th, bank, Sometimes I feel
as if we were working for the co;:uter Celitur rathur than vice
versa, We wore warned thii would happen but did nut believe
it, ,isaybo II should have gonte lo a QOvroepondent hank, °1

Although the henefit. from uing a vompiitvr Aervicu of' a

S- -- rb - h- ther# 4 -o -- est- tess -di#-

satisfatiun among bankers in thlu group. None of the tour batik.

using this type of arrangemant vol.ed any vri tivilm or dl isitti a'actl n.

To simliar ize, the pout- evai liii i on %ugli, g t ion. aroiti linIy

directed toward the execution of' the dveuiion, and oll in a ftw ciit,

is the dee ulii itself quutlonod, 11 lo import lnt Io noel that In

the banks Inc luded In the study, the whole vxpor llunco was itill now,

aid, 44m a result, post-ovaluat iOn ufftor s wort, lhii led,

* IIn this glad the previous chapter til, d(t.1%l n jruce.., the

decvi.ion It slf, and the clivor i on were ie v ed Iiul, d ion t he iii ti

preiented 1in the twi c'haliteri, i diesr liplt Lv(I Ilvit Hu modul IN

out lined In the following chapt or.



VII. TiL DECISION MODEL - A DuscRIPrIVE APPROACH

A bank interested in automation has to go through a

number of phases before a decision is made. It is assumed

that the process can be broken down into a series of sequential

04;L]01 Or iu0Stiuns tU be a1Swexed., bach bank gues through the

process as a whole only once, unless the process was stopped

before a positive decision to automate was made, In this case,

the bank might start the process again after some time duo to

the appearance of new triggering cues. Although for the indi-

vidual bank it is a one-time docision, the various phasea and

actions are common to the majority of banks going through the

proca.. and therefore, it In believed the decision process can

be described in a model.

This chapter Includes three sections: the first outlines

the model for tho decision process up to the point of decision

through the conversion of the first application. The middlo

section describes the process of seeking and Setting support.

1te third section outlines the model from the point of decision

through the conversion of the first application. As an examplo,

the decision process followod by three of thu banks is presented

in appendix U utilizing the descri)tive model outlined in this

chapter.

A, Phases in the Decision Process

Jt Ls not necessary that a given bank move through all

the phifies in the model, but it in awsumed that the proc:ess will

146
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proceed from the starting point (1) and continue following a given

route until it reaches one of the two terminal points (19 or 33).

A given bank might collapse two successive phases into one when its

management describes the specific route they chose. In other cases

a given phase might have been irrelevant for the bank and, therefore,

the activity at a given phase might be described as zero, but the

bank is still following the route and does not need to relate itself

to phases not described in the model.

The model was developed in the following way. The actual

decision process for each participating bank was outlined in rough

form, using the major parts of the process described in Chapter V.

These actions were broken down further into phases of two different

types. The first one is referred to as an "action" carried out by any

of the people involved in the process. The second is a "question"

phase where the person(s) involved had to make a positive or negative

choice before he could move to the next phase.

The result is the model outlined in Figure 7.1 which consists

of 33 phases. 2

1. (H) Tr4ggering Cue. A triggering cue is needed to

initiate the process. In most cases, it is in the form

of a proposal to supply a computer or computing services

Tin Re text the number refers to the phase number in the figure. ine

letter in parentheses refers to the type of activity: A - Action; Q -
Question; E - Entry; T - Terminal. Next to the title of each phase the
preceding phase(s) is recorded, and in the description of each phase or
at the end of it appears the succeeding phase(s).

2 Figure 7.
The different types of phases are indicated as follows:
"Action" - a rectangloe with one arrow leading out.

"Question" - an ellipse c..with two arrows leading out, one marked
Y (for yes) and the other N (for no).

Lntry point -v.__ where the process or subprocess starts
Terninal point - where the process or subprocess ends
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om a service provider or equipment manufacturer, as

was the case in 16 of the 23 banks in this study. (Table

5.3) in the minority of cases no such outside initiative
could be identified although it is believed that at least

some outside contacts were made in all cases. (Move to #2)

2. (Q) Are their operational problems? (From #1) In Table

S.2 operational problems are identified as the main reason

for considering automation in the bank.3 Unless such

problems exist at the time the outside contact is made,

or it is feared they might soon arise, there is little

chance for the process to proceed. (Move to #19 if no; to

#3 if yes)

3. (Q) Should automation be considered? (From #2, #5, #16, or #18)

This question arises several times throughout the process. In

--- ach-a ha -prsons- involved-have--to determine- theirt -interest-

in EDP and their willingness to invest the resources of time

and money in investigating the possibility of automation. The

answer to this question is usually the responsibility of the

person guiding the process. The first time he faces it is

when operational problem become evident (#2). If he does

not consider automation as a possible solution, a move is

made toward exafining the possibility of modifying the

existing system throulh some other method. [&ove to 16)

3The decision process applies to these banks deciding to consider
EDP due to operational problems, which is the case for .ost banks.
In the limited number of cases where the bank initiates the process
for other reasons some deviations iron the described process night
occur.
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The decision guider might face the question again if he

discovers that no other modifications of the t isting

system are evident (016 - No) or that the results of

the conventional modifications are unsatisfactory (118 = No).

The question might arise again even if it has been

decided to consider automation. This happens after it has

been discovered that the solution of automation does not

fit the goals and expectations (5) regarding a specific

function.

A positive or negative response to the question

depends on se-eral factors discussed in Chapter V, 9'--h

as che degree of pressure of operational problems, the

amount of contact with outside interested parties, the

exposure to automation in literature and discussions

with other bankers. Witt. the increasing role of EDP

in banking it can be assumed that once the operational

problems arise and outside coiw ctiszade,an-increasihng-- - -

number of persons who are facing the questions will decide

to answer the question with a yes, thus moving on to

phase #4.

This is also the phase where the person involved

considers for the first time what he expects from automation

and what he believes its impact will be on the bank. (If

yes, move to #4; if no, move to #16)

F..m mnm
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4. (A) Determine Snerific Ftinctions. (From #3) It was

emphasized on p. 84 that in most cases only one or at most

two functions are subject to the initial consideration of

automation. In most cases, the selection of functions to

oe considered for automation is considered an easy one for

the person involved and is determined by the operational

pressures. (Move to #5).

5. (Q) Will automation meet goals and expectations? (From #4)

Once the person guiding the process has decided to consider the

possibility if autouation he starts to develop a set of goals

or expectations. 3efore support is solicited from top manage-

ment or other key personnel in the bank, he has to determine

whether or not the possibility of automation meets his goals

and expectations and those of the men from whom support is

requested and needed. If doubts arise at this phase, the

whole issue of automation will be reconsidered (Return to

#} herwise,-the- next -step-wil-l--beto-so-i-cit-support

of the idea. (Move to #6)

6. (Q) Is there support? (From #5) Up to this phase the only

one taking an active part was the person guiding the process,

and the activity was limited mainly to a thinking process. In

order to develop the process any further, additional persons

are needed in the role of support givers. The process through

which a support giver decides to give or hold back is described

in subprocess A, (See Secticn B). If the support is given, the

next phase is to identify the specific type of arrangements to

be considered (to #7); but if there is no support, further
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information to justify the basic notion of automation has

to be collected (to #14).

7. (A) Identify type of arrangement. (From #6 or #15) The

initial consideration of automation (#3) gave the people in the

bank some information on what types of automation arrangements

are available in a given area. Consideration is given here,

not necessarily to a specific supplier of equipment or EDP

services, but rather to a type of arrangement such as on-premises

or off-premises. In Chapter V, five types of arrangements, four

major and one specialized, were reviewed. In some areas not

all of the arrangements are available, but in almost all cases

there is a choice between more than one possible arrangement.

Usually only one type is selected for consideration at a

given time, utilizing in the selection only minimal formal

information, and emphasizing informal talks. (Move to #8)

8. (Q) Does the suggested type of arrangement meet goals or

expectations? (From #7) The goals and expectations considered

are heavily dependent on the general, non-automation goals

and expectations of top management in the bank. For example,

if top management is suspicious of the larger banks in the

area, and has the goal of remaining independent, it will be

reluctant to consider a correspondent bank EDP arrangement.
4

(If yes, move to #9; if no, move to #20).

9. (A) Collect information and proposals. (From #8, #27, #21, or #10)

Once the type of arrangement has been chosen, the person guiding

the process, possibly with the help of some junior people in the

bank, will proceed to solicit specific proposals to supply EDP

4 The specific goals and expectations are discussed on Pp. 84-93.
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services or equipment. The time it takes to complete this

phase will depend on the number of proposals solicited and

the speed with which such proposals can be submitted by the

outsiders. (Move to #10)

10. (Q) Is there enough information? (From #9, #28 O #12)

Usually only one or two complete proposals will be submitted

(#9 or #28), and the question will arise if this is enough.

In most banks only a limited search will be applied, at the

end of which the answer will be Yes, moving to #11.

The question of sufficient information might develop at

a later stage as a result of difficulties in arriving at a final

decision (#12 or #31), in which case the probability of returning

for further proposal soliciting will increase. (Move to #9)

11. (A) Evaluate and rank proposals. (From #10) If more than

one complete proposal was submitted, the persons guiding the

process and gathering the information will summarize them

and attach a normative evaluation to each proposal, ranking

them from the most to least favorable. (Move to #12)

12. (Q) Is top alternative satisfying? (From #11) Once all

existing proposals have been ranked, the highest one receives

the most attention before it is submitted for final approval.

It is then determined if it satisfies the goals and expectations;

and if this is not the case, further information is collected.

(return to #10) If the process guider believes the highest

ranked proposal is satisfactory, he will submit it for final

approval. (to #13)
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13. (Q)s there suport? (From #12 or #31) The support giving or

withholding decision is made in a similar manner to the one I
in the early stages of the process. (#6) A positive response

Li, completes the decision process (to #33), although if doubts

exist or support is rejected, further search for information

will be initiated. (to #29)

14. (A) Collect additional information. (From #6) Refusal

by top management to back the initiation of the decision

process will result in the collection of more information

by the person guiding the process. The information collected

will depend on the reasons for refusing support and will lead

to another attempt to solicit support. (to #15)

15. (Q) Is there support? (From #14) Having failed previously

to gain support (#16), this time the support seeker will invest

more efforts in presenting his ideas knowing that another re-

fusal to grant support might put an end to the process. Getting_

support will result in a move into the mainstream of the process

(to #7), while a rejection will result in an effort to look

for a solution other than automation. (to #16)

16. (Q) Can conventional modifications help? (From #3 or #15)

Once the idea of EDP has either been rejected by the process

guider (#3), or has failed to gain support from top management

(#15), the operations people look for other solutions to improve

the present system and reduce their operational problems. If no

other solution looks feasible, the whole automation concept will

be reconsidered (return to #3); but if another way seems feasible,

steps will be taken to utilize it. (to #17)
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17. (A) Execute conventional modifications. (From 016 or 023)

This is carried out by the operations people and is followed

by an evaluation of the results. (to #18)

18. (A) Are results of conventional modifications satisfactory?

(From #17) If after the modifications the operational pressures

still exist, the question of utilizing automation will be raised

again (return to #3); but if pressures are relievod, the process

will come to a temporary end. (to #19)

19. (T) Stop process. (From #2 or #18) At various phases In

the process, there exists the possibility that it will be ter-

minated until new pressures arise. It might be a result of tht

feeling that operational problems du not actually exist (#2),

or were solved satisfactorily in convonti" nhl way, (#IB)

20, (Q) Is another typ of arrangenm! avillable? (Prom #8, 024, #26

or #32) Having fejected one type of arrangement the person guiding

the process has to check if other types are available. If this is

the case, the process moves to 024, otherwise the next phase will

be #21.

21. (Q) Should the available arrangement be considered? (From #20

or #22j if It is discovered that no other type of arrangement is

readily available, a decision has to be made as to whether or not

the objections to the available type can be overcome. This will

require a re-adjustment of the expectations concerning the utility

of a specific arrangement and, in some cases, also an evaluation

of goals of individual officers and the bank as a whole. (If yes,

move to #9; if no, move to #22)



22. (Q) Should the automation procsb he mtopped? (Prom N21. #23,or 936)

Once the available types of grrangemets have been rejected because

they have not met goals and expectations, the whole question of

utilizing automation has to be reconsidered. If the differences

between goals and expectations and what is available are too

large to overcome, the whole idea of automation might be

rejected for the time being and other solutlont to the

operational problems will be considered. (Mov. to #23) On the

oLher hand, the persona involved might feel At this stage that

the bank Is already committed to the idea of using EmD in which

case they will move back to reconsider what is available,

(Return to 021)

23, (Q) Can conventional modifigationh heltp? (From 022) This

decision is similar to #16, but the question is asked at a more

advanced stage of the process with a yes answer leading to a

longer delay in utiliting UDP in the bank. (If yes, move to

#17; if no, return to #22)

24. (Q) ,hould the arran-ement be considered? (Prom 020) If

another type of arrangement is available, the person guiding

the process decide# if he li interested in considering it and If

he knows enough about It. (Move to 026) If he rejects the

idea, he will return to 020 to look at other types of available

arranipments.

25. (A) Eyvlulte the arlanaement, (Prom $24) Having decided

to conside the new type of arrangement, the person guiding

the process will make some contacts with outsiders who provide

the service or equipment in order to gather more information



157

about the specific characteristics of this arrangment, With

this information he will proceed to decide if it meets goals

and xpectationii. (Move to 026)

26. (Q) Ponsi the tXC:_ of arrap1jipnt fevt joal n ot:airs

(Prom #25) In A Cfahion similar to lphilk Rf,A j |1itive 1lWIfNlwr

will lead to 027, a negative one back to #O.

F1 27, (Q) hpuldjtwo tpes of arrliemento he epne df, (Prom #20)

After determining that a mNctnd type of arratigerment which meets

SMJ14 and eXpectatlons is availabla, most banks decide to dimrvaiird

the initially ensildered type. (Move to #B) In very few casti

is it decided to considor both types (Move to 0I), tcr rarely are

proposals dealing with more than one type of' irrangomet tuieetud.

28. (A) Cgj!le9 t nforma.to d projtinA on aoni'ued_#rraniemnts,

(V1rom #27) Similir to the actiotn takei in phase #V, (Move to 010),

29. (A) ,ojlleyt ojStiALrlj ignOrmwtion. (P'rom #13) After

____ _-__--4c~eiin -ht -i-no--upport- -fn" oin ct p rupo aiti

ivurion guiding thi prooess will pruceed to collct addlitlon)

supporting data on thu hilhost rnIkd proluiml. 1hii wilt

usually be done with the hulp of the outidei submitting that

priopolal, (MOVe' to 30)

30,. (Q) NhoL AN assi ri'opual III rinn6ilerd l (rom NIU) The

pormuo guiding the piruiuss hae to iviluate whethor or not to

try onuc more to seek apptlruval for the highest ranking Iroposal,

If Ie de ides to do so, lip will return to t13, The ilternativi

is to start considering Anotier iirpl, (Move to 031)



31. (Q) Should nothqr pr)osal be considered? (Prom 0 30)

In the case where more then one proposal has been submitted

(in 09 or #28), the next highest ranked will now be evaluated,

and the process guider will decide whether to submit it for

approval or not. (Move to #13) If 9ither no other proposals

ore available, or obJectioio were raiaeod during tho support

phase (el|)'to the uve of the specific type of arrangment, the

next move will be to reconilddr the type of ,rrangement, (Move to #32)

32. (Q) Nhould anvthqr .ype.of artjewmunt bh otisidered (Prom

031) Iaving faced i rejection of one or more proposals, the

person guiding the ptoeso ha. to decide whether to reconsider

ovily a new type of arrangemmnt (to 12O), or the whole automation

idea (to 022). In most cass, the bank is, at this stale,

colitted to ths idot of autoation and It is a rare case when

no additirtjnal efforts to idehtify other availsble posoibilitles

are b Pin 1 '1do,

331 A.iryw LI ,| Dwiol , (1rom 013) It support i# gruanted to

a splcific praopool, it is ulually followed by a formal

approval of the oard st' Directors, and the bank joroctuds to tho

c olvorsIull &ime,

C, Tho uppoI't flu'kt ion (tUiblrocois A)

At several phaso, thro'ughout the d~ivlon process (N6, #1, and 013)

the peroun guidin the process seeks op er 4kpport from key porons in the

hbnk, In addition, at several other jIbssoo where h fae A qwsti'n, he
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might decide to investigate informally the amount of existing

support for each alternative. Whefiever support is sought, the

person(s) who is asked to give it must decide whether to do so

or hold it back. The decision process followed in such a case

is outlined in Figure 7.2 and described below.

The process followed has similar characteristics to the

main decision process and utilizes the major relational concepts

of the Cyort and March model (Pp. 14-16).

60. (E) Request for support. The request to give support is

initiated by another person in the bank. A formal request

may be made, but usually it is done during an informal

discussion. (Move to #61)

61. (Q) Are goals and expectations met? (From #60, #63, or #65)

The person asked to give support evaluates how the suggested

subject fits his own goals and expectations, as well as those

---- of the bank, In-the cs awhere -the-person askedto give sup-

port is the president, it will be lifficult to separate the

two. In any event, if the decision meets the goals and

expectations, support will be given (Move to #68); but if some

doubts remain that it does meet goals and expectations, further

stepg are required. (Move to #b2)

62. (Q) Are there suggestions for modifications? (From #61)

rho supporter might have immediate suggestions for modifications

on the subject which would make it possible for him to -.upport

it. If this is the case, he will present suggested modifications

to the person asking for the support (Move to #63); otherwise,

the possibility of asking for additional information will arise.

(Move to N64)
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63. (Q) Are suggestions for modifications accepted? (From 062)

The support giver will determine if his modifications were

accepted, in which case he will re-examine the subject to
determine if it meets his goals and expectations (Return to #61); .

otherwise, he will consider asking for additional information.

(Move to #64)

64. (Q) Is additional information needed? (From #62 or #63)

When no modifications can be thought of, or when they have not

been met in a satisfactory way, the support giver can delay

his decision by asking for additional data on the subject. If

he decides to do so, the next phase is #65; otherwise, the move

is made to #66.

65. (A) Ask and receive additional information. (From #64)

;1ollowing the decision to get additional information, an

exchange of data will occur between the support seeker and

- ---- - giver. --This wil1l lead-to-reexazninatin of the Subject re- -

garding goals and expectations. (Return to #61)

66. (A) Re-evaluate goals and expectations. (From #64)

Before making a decision regarding the support, the person

involved can consider re-adjusting goals and expectations.

(Move to #67)

67. (Q) Should support be given? (From #66) Based on the

re-evaluation of goals and expectations, additional information

or possible modifications, the support giver decides whether or

not to grant his support at the present time. (If yes, move to #68;

if no, move to #69)

41-
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68. (T) Givesupport. (From 461 or 467j The support can be

given in various forms. One might be in the form of a private

communique to the support seeker. Another might be passive

support, where the person guiding the process is allowed to

continue his activities although the support giver has not

yet made up his mind regarding EDP. In all but one of the

nineteen banks, no formal announcement of support was made

to the members of the staff, other than the one directly

.eeking it, but in several banks the news of giving support

was leaked to other management people by the support seeker

or giver.

69. (T) Reject Support. (From #67) The rejection of support

can be total, as was the case in one of the banks having no

plans for EDP, or conditioned, as was the case in the other

three. In the latter case, the condition might be a time

interval after which the subject will be raised again or

-that-of--waiting-Amtil given-circumstances change.-_

C. The Conversion Process

Chapter VI described the problems the persons responsible

for the conversion faced once the decision to choose a specific

arrangement was made. In this section, the process, from the time

of the decisioii t4 the completion of the conversion, is outlined.

The various ph..ses are described in Figure 7.3 and discussed below,

the main characteristic being that it involves more phases of
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"action" and less of "questions." At the same time it will be noted

that there is a marked increase in seeking support or approval at

various phases in the process.

34. (A) Sign Sgeement. (Prop 633) This is done in one of

two forms. The first is a contract form uscd mainly when

an off-premnises arrangeiaent is utilized. The second is a

letter of intent used mainly in on-p.emises arrangement,

which allows the bank to cancel the order for equipment

up to a certain date and under given conditions. (Move to #3S)

35. (A) Information collection. (From #34 or #37) Due to the

iack of complete information available during the decision

period, certain items now have to be collected or re-examined.5

O(ove to #36)

36. (A) Plan conversion. (From #3S) The planning of the

conversion includes the setting up of a timetable, and in those

cases where it is done, the planning of training activities,

and a decision about the specific method of conversion. The

plan, in most cases, is not a detailed one, and is only partially

documented. (Move to #37)

37. (Q) Is there approval? (From #36) The process here is

sivalar to the one described in subprocess A. The main difference

being that a larger group of people will be consulted at this

stage, including the supervisors directly involved, or even

key employees in the bookkeeping department. A high degree

of resistance to the plan or ldck of support will lead to the

5See Pp. 131-133
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collection of additional data (return to #35) or the making of

minor changes in the conversion plan. (If yes, move to #38)

38. (A) Prepare for conversion. (From #37) Whatever special

training or information given to employees was decided upon

will be done at this phase. Also, needed forms and inputs for

the computer will be prepared. (Move to #39)

39. (A) Execute conversion. (From #38) (Move to #40)

40. (Q) Are results satisfactory? (From #39 or #47) Based on

actual results as well as feedback from the biased opinions

of other officers and employees in the bank, both the person

responsible for the conversion and the top management will

evaiuate the outcome of the conversion. (If yes, move to #41;

if no, move to #46)
I

41. (Q) Is automation project completed? (From #40) A

successful conversion, before or after mdificaions--vwi-ll---

lead to evaluation whether or not there is a need for additional

functions to be automated at the present time. If the decision

is that such a need exists, the process will continue (to #42);

otherwise, it will be terminated. (Move to #53)

42. (A) Decide on next function. (From #41) This decision is

made in most cases by the operations officer who was responsible

for the execution of the conversion. (Move to #43).

43. (Q) Is there support? (From #42 or #45) Support is sought

and given from top management following the process described

in subprocess A. (If yes, move to #36; if no, move to #44).
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44. (Q) Should process be terminated? (From #43) Following a

rejection of support, the person guiding the process determines

whether to keep pushing for additional conversion (to #45)

or to end the process altogether (to #53).

45. (A) Collect spporting informa(on. (From #44) If the

process guider has really become enthusiastic about the use

of EDP, he will probably try to get support for additional

conversions (to #43) after seeking and presenting additional

information to support his goals.

46. (Q) Will modifications satisfy? (From #40) Having encountered

problems during the conversion or immediately following it, the

person responsible will first try to solve them through modifications

in the existing plan (to #47). If this is not feasible or

opposition has grown too much to allow independent action, he

will move to #48.

47. (A) Execute modifications in conversion. (From #46 or #52)

These might be minor (from #46) or major ones (from #52),

followed by an evaluation of the results. (Move to #40)

48. (Q) Should automation be stopped? (From #46, #49, #50, or #52)

In most cases, this is just a rhetorical question, because at

this stage the bank is too committed to the idea of automation

to be able to drop it altogether. The process can be slowed

down or its dimensions reduced, but it can hardly be dropped.

(If yes, move to #49; if no, move to #50)
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49. (Q) Is there support? (From #48) Even if the question

was brought before top management, only in rare cases will

the decision be to stop the process (to #53). In most casesi

such an idea will be rejected and the process returned to #48,

50. (Q) Is there support? (From #48) Having been criticized

once (at #40),the person responsible, unless he is the prosident

himself, will make sure to gain support before moving any further,

(If yes, move to #51; if no, return to #48)

51. (A) Pjan imrovement. (From #O) Having failed om:c, tO'e

plan this time will be more detailed, and will take longer to

execute. It will also be better documented to serve as proof

for the efforts made. (to #52)

52. (Q) Is there approval? (From #51) At this# phase approval

will be harder to get, and compared to the previous times (#37)

. . .winvolve more -ex4ain-on from top management. (If- yes,

move to #47; if no return to #04)

53. Stop conversion. (From #41, 044, or #49) The termination

of further conversion activity can be considered temporary at

best. Once a bank has converted one function, others are apt

to follow sooner or later.
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VTII. BEHAVIORAL ELEMENTS IN ''HE/ DUVISION PROCE SS

The purpose pf this chapter is to relate the results of the

field study to the dimensions of the behavioral theory of decision

making as described in Chapter 11. The anslysis and avaluatiun

is broken down into thre sections. The first section deals with

tits elements that om min the soial aod 0o401oW14 appoauhea to

decision making necessary for examination of a behavioral theory,

The key decisions throughout the process ore summarized and

related to the three major eiementsi Technological, hAconomio,

and Organizational (see pp. 17-111 ), The sauond section dals

with the roles taken by the various persons connected with the

procss both inside and outside the bank, In the final section,

the application of the concepts doveloped by Uyert and March (190S)

are related to the results and the appropriate uonclusions are

drawn.

A. Liementi in the Ueciaion Process

1. The Key Decisions

Two of the decisions made can be desuribed is key decisions

repreoenting a turning point in the prooes, 'The first one ti the

decision of whether or not to consider automation am a puimlble

solution to exiating or future problems, The gonsideration of

automation is dictated by the changing trends and nature of the

I 6l
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c. Personnel Costs. These costs include two types: The

first is wages and salaries of new employees minus savings

due to old Jobs not to be refilled, The other type is the

cost involved in training and educating employees in opera-

ting and/or utilizing the computer.

d. Operating Cotts, These are the costs that arise from

the direct use of the computer system. They can be in the

form of fees as in the case of off-premises services or

operation costs as in the case of on-promises facilities.

During the decision process attention is given to equipment

costo, operating costs and the direct personnel costs. In over

half of the participating banks, no consideration was given to

the conversion costs, or only rough estimates were made, which

proved to be far below the actual costs. In the remaining banks,

most of which finally decided on on-promises arrangements,

converslon cost estimates wire made in more detail. However, in

all but three cases, the estimates proved to be below actual costs.

Unly two of the nineteen banks included the costs of employees'

training and education in the estimates made durinp Uhe decision

process.

At the early phases of the process, when the question of

whether u not to consider EUP arises (Fligure 7.1, #3) or when

the type of arrungement is decided upon (#7-8), costs are dis-

uussud, but only in an estimated form, Moreover, the figures

quoted are based on minimal information. More accurate cost

data are usually collected during the proposal collecting phase
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The technological aspect enters th lecision process only

to a limited extent. When it does, it of occurs during the

evaluktion of the proposals (Figure 7.1, 1). The questions in-

volvinS the technological aspect arise again after a specific proposal

ha; been chosen, and while the bank prepares for the conversion

(111vto 7,3, 035-38). At that stage it is necessary to clarify the

questions not answered previously.

1. 1110 Organizational Illements

IlTe organlzational olements can be broken down into two.

'h tfitt is the socitl one which has effect on the employees' morale,

dedicatulut to their work, dedication to the organization and, in turn,

efficiertuy on the )ob. The second to the political system, which

is related to the concepts of status, location in the structure, power,

leadership ffoctivenues and working relationships between the various

-bU m Ali-and 41l'rtmenta, Th -offect of -changes in both elements can _

be felt thruughuut the proceap and liso in the long run, once the

listilp Is vioplvtvd, but thero is a vonsiderable difference between

the two shurl and lungl-trm effecta a* was emphasized by Herbert Simon,

"Muy ,i4' the initial efforts are transitory - important
Ol.uLigh ti thuie dirctly invOlved at the time and place of

lhiungo, but of no lasting significance to the society. Other
(04;oi'ti atey nither aplar.t|t nor anticipated when thO initial
iuhils4 igio tkuw plau hut flow from It over a period of years
Ihiugh the NuuLvakluo uf remctluns It produces," (Simon,

Iutjgin I he dv'i iilu prvveeil chang.u In the number of personnel

ama i.ulnildvidoi hul little attonItlu, it' any, is given to other organi..

isa Il io eI) ulamniI, In1 must books, top management prefers to convince

ithb lli I hiit It) 5 l II or p litiLal ipa'ubllnM Olxilt. One of the common
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expectations is tha e change to EDP will have an impact only on

the bookkeeping department while the remaining departments and their

employees will be unaffected by the change (Proposition No. 4a).

Therefore, the only step readily taken in all banks is to assure the

employees that no one will lose tis job as a result of automation.

The lack of attention to the transitory social effects results

in an insufficient information feeding to employees throughout the

1
process. In turn, this affects amployees' attitudes toward the computer,

and toward the persons responsiblo for operating it, especially if they

are new in the bank.

A manager in one of the binks using an on-premises arrangement,

who was hired to plan and execut; the conversion to EDP and manage the

EDP department, described the !,tuation as follows:

"Before I came here I worked in the computer center

of a large bank. Initially, I felt there wouldn't be any
big problems in communication inside the bank because of
the small number of people involved. But, I soon discovered
that procedures of submitting input to the computer had to
be re-emphasized many times--the need to keep to the manuals

... adoit -xactly -like-the-manual1said. Sti-ll,-we-had-a-lot-

of problems in getting the material into the computer.

"We have problems with some of the officers in the
bank because they are quick to blame us if anything goes
wrong on the computer. Generally, they were not willing to
to accept the computer in the bank as quickly as I expected.
Some of them were trying for a long time to catch the machine
making mistakes."

Even less attention is paid to the impact EDP will have on the

political system. One explanation for such attitudes is that such

effects take time to develop and are not easily recognized until after

the computer has been used for some time. The group -at feels the

greatest threat is not that of the older officers (ages 50 and above),

but thos' of middle and younger age (35-4S years old). These officers

See Chapter VI
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still have 20-30 years of work ahead of them, but already

feel that they are being by-passed, because of their lack

of EDP knowledge. The mjority of officers in small banks

who have been in the bank over 10 years entered the manage-

ment level through clerical jobs, and their formal educa- I

tions often ended at the high school level, while the new

computer people did not start at the bottom. The older

managers, who often gained self-confidence from their

years of experience, welcome the computer, but at the same

time, do not plan to use it or ignore the possible effects

EDP will have on the organization and feel their position

secure. The middle-aged officers generally lack this

self-confidence and tend to show their insecurity by

expressing negative attitudes toward the computer and

its staff.

B. People in the Process

1. The Different Roles

In Chapter V, three different active roles were

identified. The three were: the guiding of the process,

the support giving, and the information collection.

Who fulfills the different roles might vary from one

bank to another depending on the structure and manner of

operations of the bank's management and the type of arrange-
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ment preferred. The degree of active participation of the

specific role holder varies with each phase of the process

as do the types of activity and interaction of the persons

directly involved.

The perception of officers within the bank about the [
degree of influence various people had on the decision pro-

cess varied according to the organizational level of tho

officer. At all levels the respondents agreed that the

two most influencial persons in the process were the presi-

dent and the operations officer. (See Table 8.1) The

main activity of th. top executive officer is in the sup-

port-giving function, although in a minority of cases,

(Table 5.11) he also acts as the process guider. On the

other hand, the operations officer takes the responsibil-

ity of guiding the process and collecting the information,

and is considered by all levels of management as the per-

son with h reatestinfluence-on-tha-decision --At-the -

same time, the presidents' group ranked itself higher

on influence (7.00) than was accredited to them by the

senior management (6.00), or by junior management (S.33).

When the influence of other officers was questioned,

there existed a big discrepancy between the estimation

of the junior officers and that of the other two groups.

Top management in many of the small banks would like

to believe that important decisions such as the one
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TABLE 8.1

DEGREE OF INFLUENCE ON THE DECISION PROCESS OF DIFFERENT

PERSONS IN THE BANK AS PERCEIVED BY VARIOUS LEVELS OF MANAGEMENT.

Evaluated by:

Senior Junior
Presidents Management Management

Influence of N=14 N=30 N=14

1 2 3

4embers of Board of Directors 5.07 4.94 4.29

rhe bank's president' 7.00 6.00 5.33

e operations officer2  7.43 7.50 6.08

Dther officers in the bank3  5.14 5.68 2.65

1. Statistically significant difference between responses of groups
Iv3 a <--S)

2. Statistically significant difference between responses of group

3 vC(I+ 2) (C< .025)
3. Statistically significant difference between responses of group

3V(1 + 2) ( < .01)

*The following scale was used!

1 2 3 4 5 6 7 8 9
not very to to a the
at little some considerable most
all extent extent
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to utilize EDP, are made by a group of officers rather than by

an individual person. But the opinion of the junior officers,

supported by observations in the field, was that on major

issues, the decision is made by one or at most two persons in

the bank. One explanation why the decision to automate is made

by individuals rather than by a coalition representing all departments

is that, in most cases, automation is initially seen as effecting

only the bookkeeping department. As a result, officers in functions

such as loans or trust do not regard the decision as having immediate

consequences for their departments. When this attitude is combined

with a total lack of EDP knowledge, these officers are excluded from

the process and, in most banks, show little interest in it until a

final decision has been reached.

While the active participation in the process of all but one

or two of the senior officers is limited, they still have some indirect

influence on the timing of the process and the type of arrangement

chosen. With the computer having been used in larger banks for over

ten years, and with the increasing attention it has received-in pro-

fessional literature and meetings, it would be natural to expect that

the question of utilizing EDJP services had been discussed among the

officers long before the actual process had started. Such discussions

help the person who takes responsibility for guiding the process to

assesr the attitudes toward EDP among the other officers and decide

on the amount and type of support required, but do not increase the amount

of involvement of the other officers in the process.

I
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2. Motivation, Expectations, and Goals of the Person Guiding the Process.

Guiding the decision process requires a lot of effort in time

and energy on behalf of the person responsible, In most cases, at

least at the initial phases of the process, the officer has to carry

out the necessary activities in addition to his regular duties in the

bank. He receives very little active help from the other officers and

has to rely on his own learning to perform a satisfactory job, The

question arises then as to what motivates him to take such a job on

himself and carry it along.

One reason is the need to solve operational problems. Being

faced with increasing problems which result from personnel and equipment

difficulties and expanding volumes, the person guiding the process

is forced to look for a drastic change that will bring overall improvement

rather than just put out fires. Another explanation can be found

in the changing role and status of the operations officer in the bank.

Until a few years ago, the job of supervising operations was considered

to be a low Status one, left mainly to junior officers. In the small

bank the loan officers were considered to have the highest status

and the operations function was seen as a temporary step in climbing

to the job of loan officer or as a place for officers not capable of

serving in other functions. This was so because supervising operations

was seen av a monotonous task, involving only routine and repetitive tasks.

The introduction of EDP is changing this considerably. The

operations officer is accumulating knowledge not available to the

other officers. le is also becoming the key person in the information

network, causing the other officers to become dependent on him.

Also in many cases, his involvement with EDP helps him acquire knowledge
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in other imodern manAgement technques such as market unalysltm, or cost

and budgeting, and ho is in a good position to introduce them t(o tho

bank. Ilia status and infaluence have increased considerably and

possibilities for advaiucemont in the operationh area itself have

improved. One now hears iii automated banks fewer utatments siuch as,

"Everybody want# to becam a loan uffiver. I cannot got them (the

officers) to stay in th# operations department,", which were previously

common umong top management in nuniautated batiks. Insto.d,: Nv'!ol

of the uffl,.;rs .i batiks utilizing CUVP Indicated that they now have nu

desire to move into any other functional area, but prefer to rain in

operationu, As a result of such developmonts, operations officvrs Its

many banks are willing to take on themselves the extra work and pvins

Involved, hoping it will provide them with iicreased retiognitlon, status

and satilnfctiol.

3, Outsideri' Influence

One of the questions raimd in Chapter I was in regard to

the influence of' poople outnido the orgtnization on thm doociimn

process, The data shows that, with the oxaeption of bank# parti-

cipatilg hI a joint venture, outside partlcilaiionI limited to

that of the servico or ouipmdent suppliers, Only uio of the banki

using on-premiAs IDP received help from a consultant, and thii warn

limited to the technical evaluation of the eiuipmont,

In several banks, the operations officer or the prniidiont

sent for material published by the profeobional ossociatIons, but

such information is of a general type and doom not offer spocific

solutions or alternatives. Outside influence in also generated
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3. The process of adjustment to experience by
Swhich coalition agreements are altered in
response to environmental changes. (Cyert
4 March, 1963, p, 29).

f The prevant study reveals that in the small

coemmaeroi#1 bank, a formal internal bargaining pro-

coso with regard to the ducision to automate does not

eist, Upinions influencing the Soals are filtered

into the process mainly through informl contacts,

Uuring the process the only opinions actively repre-

sented or# those of top wagiemonlt, and those of the oper-

stluns loeuple. As a result the decision cannot be regarded

as a uualition decision representing all major interests

in the bank, or even all management interests.

Although Individual officers have their own goals and

ubjeutivos, it ib difficult in small organizations such as

tho ootei eil banks studied here to talk about departmental

ob)#dtiv##, In a sents, this 19 truO also for the pro-

uu0mluturifad uporatlun department, which hud the limited

li1 ut prucusuing ulher.l work, Yot, the operations

IeUople aly iJfw, eJ the first tu develop, during the decision

pitotiiS nd especially ii'ter the doislion has been made,

their own goal. Thus they muve from u passive role in

thu bank lu ain attiv one, exerting prosuro on the other

deartments tu expand oarvis.6, tse miro information, etc.

Nuch a trend was more ovidont in thuoa banks moing toward

thlul oUwi UPI) f81' JlitU l whia, the 1O1d to Justify thu

- haliv was hardex felt.



The main means by which the objectives for the process

are formed is through the exercising of internal organizational

control by the chief executive officer. 1ic does it, in most

cases, through the role of support giving.

Once banks face operational problems they are encouraged by

the spread of EDP services and the changes in the industry to con-

sider EDP as a solution. In addition, the initial objectives of

EDP are rather limited to such objectives as replacement of equipment

or reduction of personnel problems. But as more information accumu-

lates, and especially as the operations people gain experience, the

objectives slowly expand.

b. Expectations. Cyert and March ;:nhasize that "expectations

are by no means independent of such things as hopes and wishes ....

As a result, both conscious and unconscious bias in expectations

is introduced." (1963, p. 81) In discussing the expectations of

EDP in the bank as an organization, their limited nature was

emphasized (Proposition No. 4). As a consequence of limited EDP

knowledge, false expectations develop minimizing the impact of EDP

on the bank and the amo,..nt of resources, in time and personnel,

needed for the change.

In addition to the organizational expectations, there are

also individual expectations which affect the decision process.

In the first section the expectations of non-operation off'.cers,

often expressea as fears, were mentioned, and in the second

section of this chapter the expectations of the persons guiding

the process were discussed. But it was difficult to identify

clearly the individual expectations because of the reluctance of

the individuals involved to discuss them,



* . Lh 0 1%c. Cyrl Ma;4 inftcI..t& .&LC.c h C.Qal& Gand& pitti.

into the choice variable that outlines the process through which the

decision is made. The choice is characterized by several features.

1. It breaks the decision into a series of smaller

problems, each attended to one at a time.

2. The rules used are simple ones relying on individual

3. The choice rules adopt themselves to changes in the

environment and in the influence structure. (Cyert G

March, 1963, Pp. 99-102)

All three features were evident in studying the process in the

small commercial bank and will be discussed in greater detail in the

next section which deals with the relational concepts. The one in-

fluence on choice that was missing was that of the organization's

past experience with a similar decision. Being an innovative, "one-

time" type of decision, the main influence on the decision makers had

to come from the outside rather than from within the organization.

2. Examining the Relational Concepts

Cyert and March (1963) have suggested four major relational

concepts which they believe represent the heart of their behavioral

theory of decision making. The four are (a) quasi-rcsc ution of

conflict; (b) uncertainty avoidance; (c) problematic search; and

(d) organizational learning.. In Chapter II each of the concepts

was described briefly and in this section the application of each

one to the process usei in the decision to automate in the small

bank will be reviewed.
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smal.l sue of the organization, departmental conflictF centering

around goals either tend to he resolved in the early stages of the

conflict, or remain hidden throughout the proces! without nffccting

it much. In part, this results from the fact that the small com-

mercial bank u~ually has a centralized decision-making process,

with one or two top executives making or approving all major

decisions. During the process two SCLS of goals have a major

influence. The first set belonged to the operations people, and

the second set is that of the chief executive officer. In several

banks the two could not be separated. In other cases, the conflict

of goals was handled through the support-giving process. In only

two banks was an effort made to establish a formal mechanism for

resolving different goals, and this was in the form of a committee

where all functions in the bank, i.e. branches, loans, and operations

were represented. In both cases, the committee was eventually overruled

and the final decision was made by top management and the operations

people.

Another reason for the limited conflict of goals is that many

of the officers in functions other than operations expressed uncertainty

about the impact of EDP on banking and failed to understand or estimate

the future conscquences of changing tu EDP. Therefore, they refrained

from actively participating in the process and their own goals were

never exposed.

I6



Possible goal conflict is also reduced by appl)ing the

principle of local rationality and by paying attention, sequen-

tially, to goals. The overall goal of changing to Emr is

initially limited to solving or prrventing operational problems.

Only after conversion has started do other goals such as expanding

services or using market research tools, start to develop. The

overall goals of the organization are then brought up one at a

time, with one being satisfied before che next is dealt with.

In this way, attention is first paid to such goals as remaining

independent of larger banks, maintaining prestiie of the bank,

etc. These are given attention during the selection of the

type of arrangement. The next set of goals, which deals with

minimizing cost and increasing efficiency of operations, is

considered during the selection of the specific proposal, after the

the type of arrangement has already been determined.

b. Uncertainty Avoilance. The decision makers, in this study,

faced numerous uncertainties which could have influenced the outcome of

the decision. For management a major uncertainty lies in the question

of whether EDP is a suitable solution for the operational problems

of the small bank, and what type of arrangement best fits the organization.

To this are added all the technological questions such as what EDP

can do and what it should do in the bank, questions for which the

decision makers are ill-equipped to give satisfactory answers.

Other uncertainties ar, related to the future of the small bank in

the industry as a whole. With the increased talk of a "checkless

Ii
/i
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soc et the cas ing of' brarch laws. and b;ank ing through computers.
7

the long-term future of the individual smali bank is, at hes% uncertain.

Some bankers feel that the industry is moving toward centrgli:zd install-

atiorns, with the larger banks constantly increasing t1heir share of the

market, and wonder if this is the time to invest time and resources in

EDP.

Cyert and March (1963, Pp. 119) suggest that organizationr,

adopt two solutions to reduce uncertainty. The first emphasizes

short-term reaction to short-term feedback and avoidance of planning

where plans depend on predictions of uncertain future events. The

second is that of arranging a negotiated environment with other firms

in the industry

In the present study the solution of negotiated environment

among individual banks did not apply. Bankers usually tried to keep

informed about the automation developments in other banks in their

competitive area, but learned only general information. Small

banks, in most cases, follow the solutions first used by the larger

bank, rather than participate in the vanguard of EDP innovation.

Generally, small banks adopt the policy cf "wait and see" un:il short-

term pressures force them to consider the decision to iutomate.

Within the bank, it was found that planning had been minimized

to dealing with only the most immediate problems so that uncertainty

resulting frm long-term planning would be avoided. This also resulted

in setting up only limited goals for automation during the initial

decision process. The feedback-react procedure entered the decision

process mairly after the first conversion had been executed. At this

stage, decisions for furtiier actions were made based on the results

and satisfaction fr-m the execution of previous decisions. (Figure 7.1)



Prior tc the time when the decision to choose a specific proposal

is made, the feedback front the environment is limited mainly to

that from the support giver to the process guider.

c. Problematic Search. In the framework prposed by Cyert

and March, the theory of choice and the theory of search are closelyI
intertwined. (1963, P. l200 The search is a limited one, resulting

in a limited number of choices. In the first place, the whole

process in the small bank proved to be problem oriented which resulted

because of the failure to meet the goal of smooth operations. Rarely

does the motivation exist to start an active process if there are no

operational problems.

In one aspect the decision to use EDP deviates from the

principle of simple-minded search suggested by Cyert and March.

The simple-minded search principle should have urged the decision

maker to examine conventional modifications rather than consider a

major change in systems, The reasons for considering EDP were

discussed in Chapter V, and it was shown that in many cases the

bank is pressured into considering EDP ather than freely choosing

it. Once the bank has decided nt consider EDP, the rules of simple-

minded search fully apply. At most phases the decision makers

examine a single altern3tive, and consider a second one only if the

first one failed to satisfy. The rules of causality in search also 2i
apply, preventing it from becoming a planned and thorough search.

2

Bias is introduced into the process at various points.

2For the effect of causality, see Cyert & March, 1963, Pp. 121-122.



towards automat ion and in the preference of conventional processing

methods. Bias resulting from the experience of top management. the

impresionq made by the salesman, and the interaction of goals and

expectations influences the choice of a specific rroposal (Proposition

No. iiJ. A third type of bias, affecting the selection of a specific

proposal, is refletted ia the forms in which various proposals are

presented by the information collector and process guider to the

persons making the final choice (Proposition No. 12).

d. Organizational Learning. According to Cyert and March

the concept of organizational learning is directed toward the

adaptation of goals, attention rules and search rules, When

problematic search was discussed, it was indicated that the de.ision

to consider the possibility of EDP represents a deviation from the

principle of simple-minded search. This was a consequence of adap-

tation of new attention rules due to the increasing momentuai of

impact EDP ha6 had on banking in recent years. Yet, the change

in attention rules was not a drastic one, as it applied only to

the initial consideration of EDP and did not cause a parallel

change in the search rules discussed in the previous sections.

Least affected by the decision process were the overall

goals of the bank. Adaptation of goals with regard to EDP depended

on the experience of other banks, rather than on the learning

experience from the bank's previous goals and a hievetlueLs. In thc

pre-decision phases the lack of experience with EDP resulted in the

setting of only limited goals. Those goals were heavily influenced



by what others proposed to do or have Jone and evaluating if

similar action suited the decision maker's own case. Only

after the first conversion did the learning prncess become

internally directed. At this stage, the goals set for the

conversion were measured against the results, and future

steps were determined based on initial success or failure.

e. Summary. As described above, three of the relational

concepts were directly applied to the decision process utilized

by the small bank. The concept of problematic search served as

a basis in outlining the decision process and arriving at a

descriptive model, This was done by utilizing the principles

of sequential attention to goals, information, and problems,

and the principle of limited search, which does not reach

beyond the first satisfactory alternative.

The concept of uncertainty avoidance was helpful in under-

standing the reasons for the linited scope of the goals which

the decision makcr attempted to achieve at th,! early phases

of the automation process. With the decreast in i,-certainty

gained through experience after the first conversion, the goals

are often changed and expanded following satisfactory rcsuitb.

The concept of organization learning applies mainly to the post-

selection period, and is useful in understanding the decision

to expand or limit the automation program past the first

conversion.
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A concept that has only a limited applica.on to the

process is that of quasi-resolution of conflicts, This i

more a result of the size of the organization wc deal ith

rather than the content of the specific decision, It can

be assuned that in larger banks dealing %idh the same

decision, the concept will become useful in the examination

of the procc .

IJ
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IX. SUWARY AND CONCLUSIONS

The purpose of this study has been to examine the behavioral

aspect3 of the decision-making process in the small co~mercial bank

involved in changing to EDP services. The study was motivated by the

current academic interest in the decision-making process, and an effort

was made to examine the application of the behavioral theory of the

firm to a small organization facing a one-time decision regarding a

major change. The study was also motivated by the current development

of EDP in the banking industry and the issues a small bank must face

when confronted with changes in banking in general and in data processing.

By intensively studying twenty-three small commercial banks,

-ind by inspecting the relevant literature, the author has determined

the process that is applied by the banks during the decisiorn to change.

The study provides empirical evidence of the actions taken during the

process, the people involved and the reasons for their acting in

certain ways.

The data are presented in Chapters V and VI, with the major

findings summarized in a series of propositions. Based on the data,

a descriptive model of the decision and conversion processes is

presented in Chapter VII, and the relationship to the behavioral

theory of the firm is examined in Chapter VIII.
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A. Reviewing the Basic Hypotheses

I. The Roe of Outside Agents

The first hypothesis stated that the process in the decision

to automate is initiated by outside agents. In sixteen of the twenty-

two banks, the proposal for introducing auto-nation came from outside

persons, and in all cases but one, it was a service or equipment

salesman interested in supplying EDP services to the bank. When

such a proposal was made, it did not necessarily represent a revo-

lutionary idea to the bankers concerned. EDP had been utilized in

banking for over ten years, and throughout this period management of

banks not using EDP had been exposed to written and oral sources of

information describing EDP and speculating about its future in bank-

ing. In the case of some banks, contacts by outsiders trying to

intcrest the bank in EDP had previously been made, but it took,

rather, a combination of an approach by outsiders plus internal

problems to actively start the process (Proposition No. 2).

Therefore, the point at which a bank becomes rec-ptive to an out-

sider's aproach can be designated as the initiation of the deci-

sion process.

The relatively small amount of knowledge about EDP accumulated

in the bank prior to the stait of the decision process, and the

avoidance )f hiring outside consultants (Proposition No. 8), place

iThe nuinber of each section corresponds with the numbered hypotheses
on page 6.

II
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the salesmen in a vital position. In addition to being one of the

two major initiating forces, they also influence the decision pro-

cess by being the sole source of information on the technological

elements and, in most cases, the economic elements, During the

conversion proces&, thir domination of the action is even more

strongly felt (Proposition No. 16) since much of the planning is

carried out by them.

2. The Triggering Cues

The second hypothesis stated that the decision to automate

a small bank is triggered by operational pressures. Evidence was

presented that, with few exceptions, this is correct. The three

main operational pressures are: Outdated equipment for processing

the work flow; increase in volume of activity; high labor turn-

over in the bookkeeping department (mainly women) and high labor

costs. Little, if any, long-term planning is done in small banks

in the area of operations. Based on the sample studied, it can be

said that the change to EDP, which represents a major change for

the organization, is triggered by short-term pressures rather than

long-term planning. Although the structure and role of the banking

industry is going through considerable change, the average small

banker does not engage in long-term organizational planning for

these changes. Instead, he prefers to follow innovations suggested

and tested by the large banks.
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3. Limited Search and Choice Procedures

The third hypothesis stated that while making the decision

banks initiate only a minimal search. The descriptive model outlined

in Chapter VII emphasizes the limited search procedure used by small

banks when dociding o EDP. The various decisions art -,viewed, one

at a time, wizh only one or two alternatives considered each time

which restricts the choice procedure. The principle of limited search

applies, primarily, to the phase of selection of the type of arrangement,

where the decision often turns out to be a qualitative one, rather than

one based on quantitative comparisons.

Information collection throughout the process is directed

towards satisfying immediate problems rather than conducting an

exhaustive, or even systematic, search. Although the proces3

progresses in a similar manner in most banks, it is rarely a

formally organized one. The immediate impact of these haphazard

solutions is that numerous items, for which information should

be collected, are neglected. The conclusion is that the hypothesis

is fully supported.

4. The Role of a Coalition

The fourth hypothesis defined the decision process as a coalition

solution. The decision to automate is guided in most banks by a

single person and, in most cases, the interests of only two groups

are represented: Those of top management and those of the opera-

tions officers. Although the consequences of the decision effect

all departments in the bank in the long run, no evidence was
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found indicating that the major financial departments, such as

the various loan sections, are represented or show interest in

"he decision process.

The small commercial bank's key decisions are centralized

at the presidential level. As a result, there is felt to be little

need to involve all the departments in the decision. Rather, it

is thought that enough informal exchange of information keeps every-

one informed and allows all sides to be represented in the process.

But with regard to EDP, this belief proved to be incorrect.

It was further discovered that officers and employees,

with the exception of the one directly involved, had too little

knowledge and information to exercise any impact on the process.

Therefore, no evidence for support of the concept of coalition

solution in this type of decision was found, as the goal conflict

actually starts to develop only after the decision has been made

and the conversion executed.

S. Uncertainty Avoidance and Minimized Change

This hypothesis stated that the decision makers are guided

by the uncertainty avoidance principle, which results in limited

innovation during the change. Throughout the study, it was

emphasized several times that the people in the bank lack knowledge

about EDP, i.e. what it can do; what its impact will be; and what



it should be used for. This lack of understanding results ir a

high degree of uncertainty about LDP during the decision process.

In order to minimize the uncertainty, most bankers set only limited

goals for EDP (Proposition No. 4). The initial planning is for

equipment change rather than system change, and information improve-

ment is expected but only as a by-product. Small banks are slow

in i..I ementing new services or utilizing new types of information,

preferring to follow the innovations of the large banks rather

than take unknown risks.

The type of community where the bank is located and the

level of competition will effect the degree of innovation included

in the final solution. Banks in metropolitan areas, or dependent

on the business generated by large firms, will be more likely to

consider innovative features, while those located in small communi-

ties will limit themselves to equipment change. The hypothesis was

supported by the data.

6. Attention to the Various Elements

As was expected in the final hypothesis, the decision process

mainly focuses on the economic element and, to a lesser degree, on

the technical element. Only in the latter phases of the process,

and often only after the decision has been made, is attention paid

to the social aspects of the change. Many top officers would like to

believe that socio-political issues do not exist in small banks.

Top management in the participating banks feels it is possible
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to eliminate resistance to change by promising job security and

0 letting information filter down to employees through informal

channels. Yet resistance did exist, although it took a more passive

form than it would in larger orggnizations. The e.Ifect of such

resistance was mainly felt when efforts were made for advanced

utilization of the computer, beyond the initial work-processing

stage.

Bank managers do not conceive of the computer as effecting

the power, authority, and status structure in the bank, and there-

fore disregard it during the process. The political issues are

raised only at a later stage and as a result of an unexpected

change in the role of the operations people. Overall, the lack

of attention to the socio-political factors will tend to slow down

the process of change and make it less efficient rather than stop

it. Thus, the hypothesis was found to be correct.

B. Conclusions

The general conclusion which can be reached from this study is

that although each bank makes the decision only once, there are suffi-

cient characteristics common to the process, which enable the author

to arrive at a general model describing the decision process. The

description of the process outlined in this study should assist other

bankers facing a similar decision in obtaining a better understanding

of the process and what is involved in it.

With respect to the behavioral theory of the firm, the argu-



ments tn this ituly can be %umurized hy the following st~teents:

I. It is possible, with some todifications, to apply the

principles of the behavioral decision theory to a one-

time decision,. The modit.Lations needed are mainly in

the area of organizational learning.

The concept of a coalitlon-decision which is applicable to

large organizations h~s only a iimited application to 3=11

centralized organizations such as a commercial bank.

3. The I,: dcacnstraed that it is most ureflila use the

aid of a model in describing the decision and execution pro-

cesses. The benefits consist of better understanding of the

elements influencing the decision, the role if the parti-

cipants and the final outcome.

4. The decision process applied bv most banks proved to be a

result of short-term pressures and utilized a sequential

approach to goals, problems and decisions.

From the characteristics of the banking industry and the small

bank described in Chapter III, it emerges that we dealt with a relatively

conservative and mature industry, and a centralized type of organization.

This leaves the question if the same model will be applicable to other

types of industries with different structure, rate of development and

maturity. Therefore, the applicability of the model should be further

examined.

Other future research that is suggested by this study is of two

orders. First is the research which will extend the knowledge about

the decision to introduce change and the introduction of EDP in the

organization. This can include research in several directions:
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1. Efforts to simulate the process with the purpose of arriving

at a simulation having a predictive power as to what specific

decision will be made. Due to the difficulties in quantifying

some of the behavioral effects and in generating data on such

effects that can be included in a simulation, the simulation

will have to depend more -" in-depth examinALAu" of quintita-

tive items.

2. Construction and examination of a normative model of decision

making. In Chapters V and VI some normativc ;r'rpretations

were included and further examination of the optimal process

is needed. Such a model can be tested in a bank interested

in the possibility of EDP, but which didn't yet start the

process. The results can then be compared to those achieved

by other banks.

3. Comparative studies conducted in small organizations in other

industries facing a similar decision. The present study con-

centrated on one type of small organization only. The future

research should examine the application of the model given

here to other types of small business organizations in order

to arrive at some broader conclusions regarding differences

between small and large organizations.

The second direction is toward further exaJtinatica 0 the Cyert

and March behavioral theory of decision making. Such research can

concentrate on specific parts or concepcs in the theory. There is

a need for improved tools for: Measuring the individual concepts;

modifying those that are found unfit; and utilizing the results for the

better understandin7 of a decision process which combines quantitative

and qualitative variables.
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APPENDIX A

BEHAVIORAL APPROACHES TO DECISION MAKING

II
it is not the purpose of this study to review all the approaches and

theories in Behavioral Decision Making. Yet in order to examitie the

behavioral decision theory of Cyert and March, it will oe helpful to review

some of the other approaches. The reader will notice that the basic principle

in the following three approaches is the notion of the "Stepping Stone", where

the decision maker takes one step at a time along a certain routebreaking

the decision into a set of sub-decisions. The three approaches are

summarized

A. C. E. Lindblom (1964, Pp. 64-65) in nis article "The Science of

%uddling through' suggests an approach called "The Successive Limited

Comparisons (Branch)" which has five basic principles:

1. Selection of value goas and the empirical analysis of the

needed action are not distinct from one another but are closely

intertwined.

2. Means-end analysis is often inappropriate or limited since

means and ends are not distinct.

3. The test of a "good" policy is, typically, that various analysts

find themselves directly agreeing on a policy (without their

concurring necessarily that it is the most appropriate means

to an agreed objective).

4. Analysis is drastically limited, as:

i. Important possible outcomes are neglected.

ii. important alternative potential policies neglected.

iii. Important affected values are neglected.

203
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I. lhi su e s!.iun u comparisons is greatv reduced or reliance

on theory is climinatvd,

It, In ; heuristic model which i., directed mainly toward the "innovative

decisinn". iw j, Gore (19h4, Ch. 2) suggests four maiJor pnrt ir vach

decision:

1. The pc i Is the initial step where awareness of

thle existence of somne 5ituatityn requiring collcctivc concern exists,

2. The Evaluative Set is associated excluively with problem

solving, after the situation has been "established" as one having

tm:t~i_~ , Cor the organization.

3. Estimation of consequences is the crucial step in decision

makir,.

4. Maneuver tor ,ositjon is a venture into the environment in

order to seek external sanction for the proposed response.

C. In a recent article, P. F. Drucker (1967) agrees that elements

do not by themselves "make" the decisions, But he feels that unless

theso elements are used as the stepping stone of t-h ex-Ocutiv, 's

decision process, he will not arrive at a correct and certainly

not at an effective, decision. lie calls his six-step approach the

"Sequential Steps."

1. The classification of the problem. Is it generic? Is it

exceptional and unique? Or is it the first manifestation of a new

genus for which a rule has yet to be developed?

2. The definition of the probiem, What are we dealing with?

3, Tie specifications which the answer to the p must

satisf)'. Wnat are the "boundary conditions?"
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4, The decision regardinj what is "r ratK.r than what is 20

acceptable, in order to meet the boundary conditions. What will

fully satisfy the specifications beforo attention is given to the

compromises, adaptations, and concessions needed to make the

decision acceptable? i

S. The building into the decision of the action essar to

carry it out. What does the action commitment have to be? Wh o

has to know about it?

6. The feedback which tests the validity and effectiveness of

the decision against the actual course of events. How is the

decision being carried out? Are the assumptions on which it

is based appropriate or obsolete? (Fp. 92-93).

[Y.
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APPENMuX C

SUPPLMENTARY QUESTIONNAIRE USED IN BANKS

w Bank

Name

Following are a few simple questions relating to the decision to automate in your
bank, We will appreciate your answering them at this time.

1. Please indicate the importance attached to each of the following items

at the time the decision to automate was considered in your bank.

Use the following scale to assign points for each item.

1 2 3 4 o6 7
not only o? important quite most
important little to some important important
at all importance extent

You can use the same number as many times as necessary.
(Example: If "Reduce cost" was a quite important factor put a 7 next
to it, if it was not important at all, put a 1 next to it.)

Replace obsolete bookkeeping

Reduce costs

Reduce labor needs

Increase speed of operations

SupPly more information

Supply more accurate information

Increase prestige of the bank

Offer jore services to customers

Meet competitiorn from other banks

Improve customer services

Achieve improved management control over employees

Achieve improved management control over operations

46 Others (Please specify)

209
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2. Please indicate the degree to which the following possible cornpute-
arrangements were considered in the decision to automate.
(Please use the following scale on questions 2 and 3.1

3 4 S 6 7 a
not only considered seriously most

considered briefly to some considered seriously
at all considered ,Jegree considered

__ Buying own computer-on premises

___ Leasing own computer-on premises

_ Establishing independent computer service company

Using correspondent hank computer

-Using holding company or affiliate bank computer fif applicable)

_ Using a service bureau computer

Establishing a .uuperative with other banks

_ Other arrangements (please specify

3. If you considered getting your own computer equipment, could you please
indicate which of the following suppliers were given the greatestattention
in the decision. (Please use the same scale as in Question 2.)

BURROUGHS

CONTROL DATA

G.E.

HONEYWELL

I.B.M.

N.C.R.

R.C.A.

UNIVAC

Other please specify
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4. Please indicate the extent to which each of the following items con-
tributed to the decision on the present computer arrangement. (Please use
the following scale.)

1 4 5
not only considered seriously most

considered briefly to some consiidered seriously I
at all considered extent considered I

Cost of service arrangement or system

- Space needed

No. of staff needed

Availability of programs

Availability of equipment

Availability of service

Availability of back-up equipment

Capabilities of the equipment

Other

5. Please indicate the extent to which each of the following sources
influenced the decision to use the present arrangement. (Please use the
following scale.)

12 3 4 5 6 7 8 91
not-at very to to a the
all little some considerable most

eAtent extent

Computer salesmen

Correspondent bank management

Outside consultant

The bank President

Member(s) of the Board of Directors

Operation officer of the bank

__Head of bookkeeping deprtment

Other officer(s) in the bank

Other bankers in area

Large customers

Published material (journals, newspapers, books, etc.)

Other (please specify )

;~ m



b. Please indicate the extent to which each of the following took an active
part in the decision to use the present arrangement. (Please use the
followina 5cale.)

n~ot at very to to a the

a little some considerable most
extent extent

Computur salesmen

Correspondent bank management

-Outside consultant

The bank President

Member(s) of Board of Directors

Operation officer of the bank

11cad of bookkeeping department

Other officer(s) in the bank

Other bankers in area

Large customersL Other (please specify)



APPENDIX D

£ THE DECISION PROCESS IN THREE BANKS

1. The Northern hank (01)1 - no plans at present time

a. Background. The morthern ank is a $40 million bank

in the northeast of th* United Stat.. It was established in the

1920's in an agricultural and industrial community of 20,000 people.

Thb bank's stocks are widely held, mainly by residents of the state.

It has achieved a moderate rate of growth over the last few years,

and operates five branches located within a radius of thirty miles

from the main office. Of the other three banks in the immediate area,

one was a branch of a larger bank utilizing EDP, while the two other

banks were not using any EDP services.

b. The Decision Process. The bank operated a semi-centralized

bookkeeping system, with the work of the three branches processed in

the main office and the remaining twe doing their own bookkeeping.

During the second part of 1965, the bank was approached by three

computer manufacturers and one other bank in the area, all offering

2
their equipment or services (1) . A.t about this time, the bank's

operations officer felt that changes were needed in the existing

bookkeeping system, which depended too much on hand sorting and the

good memory of the employees. During the fall season, which is the

most active time of the year for the bank, problems developed in

processing the checks and handling funds (82). The senior

1The number of each bank corresponds with the number given to the
same hank in Appendix B.

2The numbers refer to the phases in tne model in Figure 7.1.

213
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operations officer, who previously worked for an automated bank,

decided to look into the possibility of automation (93), planning

to utilize it, in the first stage, for demard deposits only (N4). The

operation4 officer, who had been in the bank since 1962, believed

that automation might improve efficiency in processing the bank's work.

Other expected benefits were a lesser dependence on key non-management

employees and better mnagement of funds (IS). Ie also saw a need to

change some of the other managers' methods of operation and introduce

modein management techniques which would improve the competitive

position of the bank.

When the idea of automation was presented for approval to the

president of the bank (#6), he rejected it (#69) claiming that the

bank was not ready to consider the issue because too much cost was

involved in any conversion that would have to be done within the next

two years. At the same time the president believed operational

problems were not that severe and could be alleviated in ways other

than toma tion (st1), The operations office-r continued for some

months to meet with the computer manufacturers to get additional

information (114), but could not solicit any further support for the

idea of automation (415). At the beginning of 1966, other ways to

improve operations were sought (P16), and by the middle of 1966, the

bookkeeping department reorganized by introducing specialization

based on the stages in the check processing rather than on groups of

accounts (#17). The results were considered so successful (#18)

that it was decided to postpone the discussion of automation for at

least four years.



c. Analysis. The ban0 had three of the four elements

needed to launch a decision process, Theie was a senior person

in the bank interested in automating, there were some operational

pressures, and there were some outside agents who were interested

in providing the services or equipment. The process did not

materialize beyond the first phase for two reasons. The first was

the lack of support from top management, i.e. the president, and

the second was that the operational pressures were not severe

enough to require any action beyond the modification of the existing

bookkeeping system. In addition, the person guiding the process was

considered a "freshman" by the other senior officers who were

comfortable with the old system and who disliked the idea of a

rapid change.

2. The Western Bank (13) - On-Premises Facilities

a. Background Information. The Western Bank is a $S million

bank on the west coast. It was established in 1962 in a suburb of a

large metropolitan city. The majority of its stocks are held by the

members of the Board of Directors, with the chairman of the Board

owning close to half of it. It has achieved a moderate rate of growth

over the last few years, and operates one branch located in the same

suburb. Competition comes mainly from the large banks in the metro-

politan area which have branches in the suburb.

. t
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MhE WESTERN BANK DECISION PROCESS
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b. The Decision Process. Shortly after the bank had opened,

the bookkeeping department began to hav operational problems t#2).

The problems were with both the inefficient equipment which required

a lot of manual work, and with the absencei and high turnover of

employees. The bank had some calls frcm outside service providers,

but no serious effort was made until a third operational problem

developed. As a result of rapidly increasing volume due to quick

initial growth, the accuracy of the output dropped. Then in late

1964, as described by the cashier, "IBM walked through the front

door and put it (the suggestion to automate) on our desk." (M.)

The czshier and his assistant bere interested in the proposal (03)

and began to inquire about automation of damand deposits only (#4).

They felt it would reduce costs and improve operations (0s).

The president of the bank and the chairman cif the Board did

not object to investigating automation (#6), although they did not

actively support it. I&M made the original suggestion for the bank

to get its own equipment, but the b~nk first investigatndAhepossibility---

of having an off-premises source do the work (#7). Estimates werv

submitted by two correspondent banis aad one service bureau, but

operations people decided that the price was too high and the return

in services insufi.zient. Top management, when consulted, was

reluctant to depend on a potential competitor for services (#8). 31c

operations people decided to look into the possibility of buying their

own equipment (020, 24). By the beginning of 1965, IBM had -nvited

j the junior operations officer to a two-week ;: urse where he was

m m s m. .. -
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exposed to the equipmenz (#25) and from which he returned with very

favorable impressio.s (#26). He felt that the solution of acquiring

equipeent would be most suitable for the bank. At this stage the idea

of using off-premises EDP was dropped (#27).

Discussions were held with salesmen of two other manufacturers

(#28), but were described by management as not serious, and only the

IBM proposal was finally submitted for consideration (#10). As one

officex remarked, "after the assistant cashier went to the IBM course,

we knew that if anyoro got the order for equipment it would be IRM". (#11)

The 14 proposal was considered by the operations people as most

satisfactory (#12), and when presented to 4he president, the Board's

approval was easily obtained (#13) a d the decision to sign with

lBM (#33) was made in mid-1965.

c. The Conversion Process. In the rental agreement signed

with 1BM (#34), delivery of equipment was promised within ten months.

- During-this- time ifomat ion on tie flow of documents and on the

necessary training of employees was collected (#3S), and the conversion

was plaimed (#36). Also during this time, the junior operations

officer became the cashier of the bank, and a new junior operations

officer was hired to supervise both the newly automated and non-

automated functions. A second person was hired to run the computer

installations. The new junior operations officer objected to the

installation of EDP in the bank and was by-passed by the EDP manager,

who began to report directly to th cashier. He received approval for

the conversion plan (#37). The *xecution of the conversion (#38) was



completed with the iielp of IBM, to the general satisfaction of the

senior management (#40). The cashier and EDP manager next suggested

converting the savings deposits (#42), but the objections of the

junior operations officer (#43) postponed the process for several.

months. Finally, the president supported the cashier, who presented

data (04$) suggesting that not only should additional functions be

converteA, but also a larger computer ordered. Approval of the se'ond

conversion was given (043), and it was in the planning stage (#36)

at the time of the writer's visit to the bank.

d. Analysis. Operational pressures plus initiative of

outside salesmen caused the bank to consider automation. The process

started under the guidance of the operations officer, with the

passive approval of top management, and no open resistance. Resistance

developed only when a new operations officer feared he was losing control

_____- - beause-of the-aeepted-deci slon. --

The bank briefly considered off-premises arrangements but gave

serious consideration to only one proposal, the installation of M3!

on-premises equipment. The reason was that the people guiuAg the

decision felt it would minimize the uncertainty involved in utilizing

any other proposal. The search was simple-minded and biased towards

IBM because of the course taken by one of the two persons guiding the

process, who at the time of the decision was the only one in the bank

having any EDP knowledge.
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3. The Mountains Bank (23) - Using an Off-Premises Service

a. Background Information. The Mountains Bank is a $25

million bank in the Rocky Mountains. It was established at the turn

of the century and is located in a small industrial town. The

majority of the bank's stock is held in trust for a single family.

Since 1964 the bank did not grow in assets, and the bank does not

operate branches. There are seven banks in the town of which three

had been using computers when the decision process in The Mountains

Bank started.

b. The Decision Process. Late in 1964, the junior operations

officer was invited by NCR to visit its facilities, and he returned

impressed with what he had seen (#I). In the middle of 1965 the bank

faced the need to replace conventional, obsolete bookkeeping machines

(#2) and the junior operations officer suggested considering EDP (#3)

to replace the obsolete equipmnt in the demand deposits section (#4).

Throughout the second part of 1965 he investigated the issues involved

in automation (#5) and presented the idea of using EDP to the president

and Board of Directors in December, 1965 (#6). The members of the Board

rejected the idea altogether, although the president gave partial

support. During the first half of 1966, the operations officer collected

additional data (#14) mainly on the cost aspect of automation versits

conventional processing. With the help of the president, visits to

computer installations were organized for several members of the Board

of Directors. In June, 1966, the subject was raised again in a special

Board meeting and this time approval was given (#15) to proceed with

the investigation.
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The arrangement of using a correspondent service was

I' identified as the most suitable (#7) because:

1. Management felt their bank was too small to afford its

own EDP.

2. Management felt it did not know enough about EDP to run it

itself, and it would cost too much to hire qualified psople

to run it on-premises.

The advantages of the correspondent bank were given as follows:

1) The correspondent bank had the money to back the bank in case of

failure; 2) the correspondent bank had the experience needed to supply

suitable operation; 3) the bank could get its "feet wet" and learn

from the experience of a larger bank before it went on its own computer.

486). Three banks were asked to submit proposals (9), and although

two other banks and a service bureau offered to supply services, the

management felt it had sufficient information on hand (#10). All three

proposals were about the same in regard to cost and most other features,

but the 6erations officer guiding the prosess preferted the bank-

that was closest in distance, yet still outside the immediate competitive

area (about fifty miles away) (811). The proposal of this bank was

also slightly cheaper and was considered satisfattory by the operations

officer and president (812). It was brought to the Board for approval

(013), which was given this time with only little discussion and without

any objections (#33).

c. The Conversion. The final decision was made at the end

of 1966, and the demand deposits function was converted in May of 1967.

Additional information was collected at the request of the service

provider (035), and the planning was left to the representatives of the



224

servic provider and the junior operations officer (#36).

The president was kept informed (037) but did not take an

active part in the planning or e*ecution of the conversion. Following

a successful conversion, in which minor problems were solved in a

three-day parallel run (039), satisfaction with the results was

expressed by the entire senior management (#40). Some discussion on

the possibility of converting other functions developed in the bank,

but it was decided by top management that no operational problems

existed in other areas and thus there was no need for further conversions

at that time (041, 53).

d. Evaluation. Opposition to the consideration of automation

developed at the top level in the early stages due to lack of information

and unfailiarity with the subject. But once the junior officer got

the support of the president, he was able to carry the whole project

through with no active resistance cropping up. The process was

simplified because of the limited goals of the decision makers (replacement

of obsolete equipment in only one function.)
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